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Persons of Distinction... 





In a society such as ours which is largely impersonally and publicly financed, 
it is almost impossible to save money or to spend money without giving a 
nudge somewhere to a negotiable security. 

Almost everyone at some time has a surplus of income over expenditure. 
Some make bank deposits ... some buy life insurance . .. some 
join a pension plan... 

Bank deposits are protected by bank reserves . . . life insurance policies 
are protected by insurance company reserves . . . pension funds accumulate 
assets. A substantial portion of these reserves and these assets are invested 
in negotiable securities. 

Many people use their surplus for an investment in a home, and every 
municipal property owner becomes a municipal tax payer. As such he 
assumes responsibility for his share of the municipal debenture debt which 
has been incurred to build roads, sewers, schools, public buildings and other 
municipal assets. Part of his taxes goes to pay interest and principal on 
this debt. 

Every time you turn on a light switch, you incur a liability for electric 
power. Your electric bill has a built-in charge which ends up by helping to 
service debt incurred to produce the power . . . other examples are legion. 

You can hardly make a move where money saving or money spending is 
concerned, without at least remotely giving a nudge somewhere to a nego- 
tiable security. This applies whether you smoke a cigarette, buy a news- 
paper, ride on a train or turn on the gas. It applies whether you build an 
insurance estate or retire on a pension plan. 

These, of course, are all examples of how negotiable securities indirectly 
touch the ordinary activities of each one of us. 

Each year, more and more Canadians become persons of distinction 
through their direct ownership of negotiable securities. That’s where we 
come in. If you now are a security owner or are about to become one, we 
think we can help you. We can help you plan . . . we can help you select ... 
we can help you supervise. 

Planning programmes to suit investment needs . . . selecting securities . .. 
supervising investment portfolios . . . is part of our job. 

Any of our offices will be glad to help you, either personally or by mail: 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA 
WINNIPEG CALGARY LONOON HAMILTON OTTAWA KITCHENER 
ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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Monroe Calculating Machine Company, Inc., Orange, New Jersey 
Offices for sales and service throughout the world 
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2ATA PROCESSING MACHINES 


Monroe Calculating Machine Company of Canada, Ltd., Toronto. Offices throughout Canada. 





Our service eliminates credit losses, slow payments and collection 
worries. Factoring provides working capital without borrowing 
or interference with management through the sale of accounts 
receivable without recourse. 


Write or phone for full details. 


Canadian Factors Corporation Limited 
423 Mayor Street, Montreal. VI 9-8681 


on the corner 
of this desk 


Figuratively speaking we 

do, because we have a . 

telephone there that we 

use to dial any number in the city of New York . . . just as simply as you 
dial your own ’phone. It is a part of Imperial Bank’s modern communications 
system, installed especially to speed up our Foreign Exchange dealings. 
Contact with your local Branch Manager will keep you in touch with the 
constantly developing Canadian economic scene. 


IMPERIAL 
2 BANK tht cnwce Lat 
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E. Burns Whale, Director, The Noxzema Chemical Company of Canada Limited 


‘Moore forms helped cut our invoicing time 60%” 


}CONTROL HELPS NOXZEMA SHIP AND INVOICE ITS PRODUCTS THE SAME DAY AN ORDER COMES IN 


Faster shipments to Noxzema dealers became a 
fact with the adoption of a new order-invoicing 
system. A key feature is the billing operation, 
which is now almost entirely automatic. This 
,has speeded procedures down the line, and 
assured freedom from error with a degree of 
control never before realised. Now the manu- 
facturer can ship the product and also mail an 
invoice on the same day an order is received. 


The heart of the system is automatic typing 
of information on invoices, from punched cards. 
» A few new facts are added manually. An IBM 
Cardatype Accounting Machine runs off the in- 
voices. The invoice is a Moore Continuous Form 


Build control with 


with 9 parts, enough copies for every office need. 
It is the company’s control in print. 


This kind of Automated Data Processing can 
solve system problems for a large company or 
a small one. It does not have to be costly. For 
information on how this might benefit your 
business, write the Moore office nearest you. 


Moore Business Forms Ltp.*—856 St. James St. 
West, MontrEAL—7 Goddard Avenue, Toronto 15 
—711 Erin Street, WinNiIPEG—296-12th Ave. East, 
VANCOUVER — Over 300 offices and factories through- 
out Canada, U.S., Mexico, Caribbean ose 
(0088) 


and Central America. Ye 


* Division of Moore Corporation, Limited 


MOORE BUSINESS FORMS 
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M. W. SHARP (page 511) 

“The post-war years have seen Can- 
adian exports climb from $2.3 billion 
in 1946 to $4.8 billion in 1956. As 
foreign demand for the products of 
our fields and forests, mills and mines 
grows, more Canadians enter into 
export trade. But the businessman 
must know today how to deal effi- 
ciently with the paper work that 
foreign trade involves, and he must 
know something about market re- 
search, foreign tariffs, export credit 
insurance, sales promotion and the 
working out of export costs.” So reads 
the preface to the Department of 
Trade and Commerce's _ brochure, 
“The Techniques of Export Trade”, 
and we reprint it as a suitable intro- 
duction to “Export Trade May Be the 
Answer” by Mitchell W. Sharp. The 
article covers a great deal of informa- 
tion of practical help to chartered ac- 
countants and business executives 
generally who may not be at all fam- 
iliar with the type of assistance which 
.trade commissioners abroad and the 
Department of Trade and Commerce 
provide for Canadian business. As 
the author phrased it: “It seems im- 
portant that accountants, who are so 
frequently called upon to guide and 
advise manufacturers, should be in a 
position to direct their clients to 
proper sources of information in this 
vital field of export trade.” 

Mr. Sharp resigned last month as 
Canada’s Deputy Minister of Trade 
and Commerce. His career with the 
Federal Government began in 1942 in 
the Department of Finance, and, in 
1947, he was appointed Director of 
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the Economic Policy Division. In 
1951, he joined the Department of 
Trade and Commerce as Associate 
Deputy Minister and was promoted 
to top job in the Department in 
1957. As an economist and senior 
official of the Department, he attend- 
ed several world economic confer- 
ences and visited Russia and Japan 
on goodwill and trade missions. In 
1956, he led the Canadian delega- 
tion at discussions held in Ottawa at 
which a trade agreement was nego- 
tiated between Canada and the 
U.S.S.R. Before joining the civil ser- 
vice, he was with James Richardson 
& Sons, Winnipeg grain brokers. 


O. E. LENNOX, Q.C. (page 525) 

In a period of rapid expansion, 
such as Canada has been experienc- 
ing in recent years, it is encouraging 
to know that securities legislation by 
the provinces in regard to public 
financing has made very considerable 
progress. In Ontario, for example, 
disciplinary action against persons or 
companies registered to trade in se- 
curities is now comparatively rare 
and an aggressive campaign has been 
waged and is still being waged 
against fringe operators. Securities 
legislation in Canada is not uniform 
because conditions and problems con- 
fronting the various provinces are so 
different, but, as Oswald E. Lennox, 
Q.C., chairman of the Ontario Se- 
curities Commission, points out in his 
article “Administration under the 
Securities Act of Ontario”, it would 
scarcely be feasible for all provinces 
to introduce a more elaborate type of 
legislation to that recently enacted in 
Quebec, Ontario, Alberta and Sas- 
katchewan. These four provinces have 
introduced legislation based on the 
principles of full disclosure which not 
only requires control over the issuing 


company but also over the person or 
Continued on page 496 
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The buyer 





When your clients ship, title passes, 
and their credit risk begins 


At the time of shipping, your clients create an account receivable. . , 
and unless they have credit insurance... their insurance protection 
ceases. They lose control of the asset because title of the merchandise 
has passed. It is sound to insure while they own it. It is equally sound 
to insure when their customer owns it, and owes them for it. Aggressive 
executives, through American Credit Insurance, continue protection 
of working capital and profit invested in receivables. It is an important 
tool for constructive credit management. Our booklet on the many 
ways credit insurance contributes to financial security and sales 
progress should interest you. Write AMERICAN CREDIT INDEMNITY 
Company of New York, Dept. 63 Montreal, Quebec, Sherbrooke, 
Toronto, Hamilton, Woodstock or Vancouver. 


Protecting capital and profit invested in 
accounts receivable is the primary function 


of American 
Credit Insurance 


ANY ACCOUNT... NO MATTER HOW GOOD... IS BETTER WITH ACI 
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companies licensed to trade in securi- 
ties. 

The author draws on a wealth of 
experience in presenting the various 
regulatory powers under the Ontario 
Act. He was called to the Bar of On- 
tario in 1921 and appointed Master 
of the Supreme Court of Ontario in 
1947. He served as a member of the 
Securities Commission from 1946 un- 
til he was appointed to his present 
position as chairman, a post he has 
held with distinction for the past ten 
years. 


HENRY G. DEVITT, F.S.A. (page 517) 


Selection of a company pension 
plan is a problem which faces more 
and more employers. New plans are 
continually being developed and es- 
tablished ones improved, and man- 
agement’s function in this field is to 
consider which is the most suitable 


for its particular needs. In “Pension 
Planning”, Henry G. Devitt deals with 
some principles and pointers covering 
a number of plans, and readers should 
find his comparisons of real help in 
deciding which is the best for their 
particular needs. 

Mr. Devitt has been a Toronto con- 
sulting actuary and pension consult- 
ant to a number of Canadian and in- 
ternational organizations since 1944. 
Prior to that time, he was with the 
Canada Life Assurance Company in 
an actuarial capacity for 20 years. He 
is a Fellow of the Society of Actu- 
aries and a member of the Council 
of the Canadian Association of Ac- 
tuaries. 


D. J. McCLELLAN, C.A. (page 537) 

There is a clear and highly desir- 
able distinction between appealing a 
tax which has been incorrectly as- 
sessed and attempting to defer pay- 
ment or reduce taxes that are rightly 
due. In his article “How and When 
to Present an Income Tax Appeal”, 
Douglas J. McClellan deals with a 
subject of great practical importance 
to all taxpayers. He analyzes the 
problem as it applies both to the in- 
dividual and his advisers and discuss- 
es the steps to be taken if a taxpayer 
believes he has not been properly 
assessed. 

Mr. McClellan is director of ap- 
peals,, Department of National Re- 
venue, Taxation Division, and has 
served in the Department at Ottawa 
in a number of senior positions since 
1947. He is a member of the Institute 
of Chartered Accountants of Ontario 
and a past president of the Chartered 
Accountants Club of Ottawa. 


L. J. SMITTEN (page 549) 


There is an old saying that “No 


business remains small by choice”. In 
Continued on page 498 
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Another satisfied user writes about 


Underwood SAMAS 
Punched Card Equipment 


"A few days after month end, infor- 
mation is available...for monthly 
statements". 


"All our Invoices are prepared on the 
SAMAS Tabulator and as by-products 

we receive prompt data to control, 
more efficiently, our Production, 
Sales and Inventory". 


"We can recommend, without oe 
the use of this equipment. A ‘ 
THE KITCHEN OVERALL AND SHIRT COMPANY LTD. TA eee” 


President and General Manager 


3 BASIC OPERATIONS ’ 3 , 
Here’s how you may save a considerable amount of 


money! The Underwood SAMAS Punched Card 
System means speed, efficiency—plus considerable 
savings; but first you must find out whether it applies 
to your business. 

So at no obligation to you: 

(a) Underwood’s Punched Card Specialists study your 
business operations (b) back at Underwood’s SAMAS 
Methods Division the need is determined (c) only 
then, is a proposal made. Costs, machines, personnel 
procedures, and expected results are submitted ; so that 
you may judge for yourself the advantages offered by 
the Underwood SAMAS Punched Card System, and 
reach an accurate decision. 


Ask your secretary to mail this coupon: 


I am interested in knowing more about the 
Underwood SAMAS Punched Card System 


NAME... 


ADDRESS 


SAMAS PUNCHED CARD DIVISION 
underwood umiteo coe 


Head Office: 135 Victoria Street, Toronto 1, Ontario. 


Tabulator 
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a growing and expanding economy, a 
company that fails to keep pace with 
the development curve of its indus- 
try does so at its own peril. In writ- 
ing about some of the principal prob- 
lems faced by management today, 
Louis J. Smitten, author of “Market 
Forecasting”, places market forecast 
right to the forefront in establishing a 
yardstick for executive control and 
stresses its importance as an indis- 
pensable device for the sound man- 
agement of a modern business enter- 
prise. 

Mr. Smitten is controller of Gen- 
eral Foods Limited, Toronto. He 
joined General Foods Corporation, 
New York, in 1954 as a member of the 
Administration and Methods Planning 
Department and a year later was ap- 
pointed manager of budget and anal- 
ysis of the Canadian subsidiary. He 
was formerly, for nine years, with 
Stevenson, Jordan and Harrison, New 
York management engineers, with 
whom he specialized in profit plan- 
ning techniques. 


E. S. MacTIER, C.A. (page 542) 

“The Small Client and Unaudited 
Statements” reflects the thoughts and 
observations of a member of the pro- 
fession who writes about an import- 
ant service performed by many char- 
tered accountants for small clients 
where no audit has been made of the 
accounts. The subject, for long a 
topic of general discussion, resulted 
a year ago in the publication of a 
Canadian Institute bulletin in which 
the procedures to be followed by 
members of the profession were set 
out. The present article reviews the 
contents of the bulletin and concludes 





with some general principles which 
the public accountant should follow 
in preparing unaudited statements 
and in meeting his responsibilities to 
the clients. 

Mr. MacTier is a partner in the 
Montreal office of McDonald, Currie 
& Co. and obtained his certificate in 
chartered accountancy in 1950. He 
is a member of the Institute of Char- 
tered Accountants of Quebec. 


EDITORIAL (page 507) 

Seventy-five years ago the public 
accountant in Canada was little 
known, little recognized and little 
wanted. Today, our profession is such 
a vital factor in business and govern- 
ment that it cannot be disregarded 
any more than a prudent person 
would neglect to call in a doctor. In 
“Growing Up — Not Growing Old”, 
George Keeping does much more 
than pay tribute to the 75th anni- 
versary of the Institute of Chartered 
Accountants of Ontario and the 50th 
anniversary of the Institute of Char- 
tered Accountants of Saskatchewan. 
His message points up the way for 
further advancement which will per- 
mit the profession to increase the con- 
fidence in which it is held. 


Mr. Keeping is president of the In- 
stitute of Chartered Accountants of 
Quebec and a partner in Clarkson, 
Gordon & Co., Montreal. He was ad- 
mitted to the Institute of Chartered 
Accountants in England and Wales 
in 1930 and the Institute of Char- 
tered Accountants of Quebec in 1934. 
He has served as chairman of a num- 
ber of C.I.C.A. committees, including 
the Taxation Committee and the 
Companies Act Committee. 
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A TRUSTEE, according to the old-fashioned 
Victorian novels, was a man to whom no 
| one should ever have entrusted a shilling. It is 
true his venerable appearance, snow-white hair 
. and fresh complexion spoke in his favour. In spite 
| of this, any sensible reader should have grown 
a little suspicious when it appeared (in Chapter II) 
| that “his hand shook when he passed the port.” 
; 
| But he remains unsuspected until (in Chapter III) 
. he ‘disappears suddenly and completely,’—not, 
that is, gradually and by sections. 

| And with that the Victorian novel gets well 
started, leaving behind it, however, the problem 
of trusteeship. If a venerable man in a Norman 
pew can’t look after money, wouldn’t it be better 
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to entrust it to a company .. .? 


an extract from “Other People’s MONEY” 
by Stephen Leacock 


THE 
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N AND COMMENTS 


Tax Brief Presented 

The joint brief of the Canadian In- 
stitute and the Canadian Bar Associa- 
tion on recommendations for changes 
to the Income Tax Act was formally 
presented on Friday, April 18, to the 
Ministers of Finance and National 
Revenue. The delegation was headed 
by Harold Crate, F.C.A., chairman of 
the C.I.C.A. Taxation Committee, and 
included L. J. Smith, F.C.A., Toronto, 
and J. P. Kinghorn, C.A., Montreal. 
Two representatives of the Canadian 
Bar Association were also present. 
Following discussions with the Minis- 
ters, further talks were held at sep- 


arate meetings with senior officials of 
the two Departments concerned. 


Activities of the President 
SEPTEMBER 1957 - Marcu 1958 

Sept. 8-14, Amsterdam — Attended 
Seventh International Congress of Ac- 
countants, presented a paper on “Veri- 
fication of Assets” and acted as rap- 
porteur for a panel discussion. 
Oct. 27-31, New Orleans — Attended 
the annual meeting of the American 
Institute of Certified Public Account- 
ants. 

Nov. 11-12, Toronto — Attended the 
annual conference of the Canadian 
Tax Foundation. 

Nov. 15-28, Santiago, Chile — Attend- 
ed meeting of the Fourth Inter-Ameri- 
can Accounting Conference as official 
Canadian delegate. 

Nov. 27, Halifax — Attended the At- 
lantic Provinces Regional Conference 
and addressed the members. 


Dec. 6, Montreal — Attended dinner 
and dance of the Institute of Chart- 
ered Accountants of Quebec. 

Jan. 9-26, Western Trip — Visited 
Vancouver, Edmonton, Calgary, Re- 
gina, Saskatoon, and Winnipeg, and 
attended between 15 and 20 functions 
which included the presentation of 
C.A. certificates to successful examin- 
ation students. 

Feb. 13, Ottawa — Guest speaker at 
the Chartered Accountants Club of 
Ottawa dinner. 

March 14, Toronto — Attended the 
75th anniversary dinner of the Insti- 
tute of Chartered Accountants of On- 
tario. 

March 22, Montreal — Attended a 
convocation of the Institute of Chart- 
tered Accountants of Quebec. 


C.LC.A. Conference Draft Program 


Later this month a draft program 
of the forthcoming C.I.C.A. annual 
conference will be mailed to every 
member of the Institute. With the 
program will be registration and hotel 
reservation forms. The conference 
will be held in the new Queen Eliza- 
beth Hotel, Montreal, from Septem- 
ber 15 to 17. 


Latest Circulation Figures 

Most recent circulation figures show 
that The Canadian Chartered Ac- 
countant now has a circulation in ex- 
cess of 15,100. Advertising revenue 
for the past year has also increased 
and reached an all-time record. A 
selection of articles on municipal fi- 


nance and another on integrated data 
Continued on page 502 
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WHATEVER YOU DO THERE'S ONE FOR YOU 


Meet the most complete line of adding machines in the business! 
Burroughs thrifty hand-operated model, the full keyboard, and the 
compact ten key. 


Smartly styled, quiet operation. Accuracy? Dependability? Both 
are built-in Burroughs trademarks. Appealing choice of colors. 
And shadow-touch ease of key depression. Plus, of course, multipli- 
cation key and—in the electric models—instant credit balances. 
All models available in a wide range of capacities. 


You'll find a demonstration of any or all decidedly worth your 
while. Just call our nearest branch or dealer. Burroughs Adding 
Machine of Canada, Limited. Factory at Windsor, Ontario. 


Burroughs adding machines 


Burroughs—TM. 
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processing, which appeared in the 
magazine during the year, have been 
published by the Canadian Institute 
in two separate brochures. 


Conference at Queen’s 

A conference on “Financial Capital 
Requirements in Canada” is being 
held at Queen’s university, Kingston, 
on June 18 to 20 by the School of 
Commerce. Attendance at the con- 
ference is by “invitation”, its purpose 
being to bring together a selected 
group who are concerned with events 
affecting the capital market and who 
play a part in directing the flow of 
capital funds in Canada. The first 
day’s sessions will be devoted to eco- 
nomic developments in Canada in the 
next few years with addresses by J. D. 
Gibson, assistant general manager, 
Bank of Nova Scotia, and D. W. 
Slater, Department of Political and 
Economic Science, Queen’s Universi- 
ty. The second day’s sessions will 
deal with the Canadian capital mar- 
ket, with papers presented by W. C. 
Hood and E. P. Neufeld, both of the 
Department of Political Economy, 
University of Toronto. The Rt. Hon. 
C. D. Howe will speak at the final 
session on foreign capital investment. 
Professor L. G. Macpherson, F.C.A. 
will take the chair at a panel discus- 
sion on prospective capital require- 
ments in selected segments of the 
economy. The panel will consist of 
P. W. Blaylock, vice-president, Shaw- 
inigan Chemicals Ltd., George Gath- 
ercole, Deputy Minister of Economics, 
Province of Ontario, Trevor F. Moore, 
vice-president, Imperial Oil Ltd. and 
Sam Steinberg, Steinberg’s Ltd. 


Correction re Ontario Hansard 

In the May issue of Notes and 
Comments it was stated that with 
the 1958 sessions of the Ontario 
Legislature, tape recordings of the 
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debates had replaced the printed 
Hansard. However, the Speaker of 
the Legislature has advised that the 
Ontario Hansard will still be avail- 
able in printed form at the regular 
subscription price of $3.00 a session. 
The only difference is in the method 
of recording the debates by tape 
rather than by stenographic transcrip- 
tion, for the sake of speed and ef- 
ficiency. 


C.A.’s in AMA Montreal Seminar 

When the American Management 
Association held a series of seminars 
from May 26 to 30 at the Queen 
Elizabeth Hotel, Montreal, three char- 
tered accountants participated as 
chairmen and speakers. They were 
K. M. Place and J. M. Thompson of 
Montreal and George Moller of Ham- 
ilton. 


Internal Auditors Meet 

The 17th International Conference 
of the Institute of Internal Auditors, 
held on May 25-28 at the Hotel Stat- 
ler, Detroit, attracted a large num- 
ber of Canadian members of that In- 
stitute. Theme of the conference was 
“Operations Auditing — The Expand- 
ing Field for the Internal Auditor”. 


American Institute Nominations 

Louis H. Penney of San Francisco 
has been nominated for the presi- 
dency of the American Institute of 
Certified Public Accountants in 1958- 
59. Nominees for vice-presidents are 
William P. Hutchison, Portland, Ore.; 
Hugh M. Mercer, Atlanta, Ga.; Robert 
J. Murphey, Decatur, IIl.; and John 
W. Queenan, New York City. Thomas 
D. Flynn of New York City has been 
nominated as treasurer. 


American Education Director 

Wilton T. Anderson, C.P.A. has 
been appointed director of education 
of the American Institute of Certified 
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Machine and the Man-Age 


Moffats, 
leading 
Canadian 
appliance 
manufacturer 
chooses Friden 
. . - because 
Friden does more 
operations without 
operator decisions than 
any automatic calculator. 
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Sales and Service across Canada 


The Friden Automatic Calculator you see above is a truly 
marvellous machine. Under direction, it can add, subtract, 
multiply and divide, compute decimals—all with the highest 
degree of speed and accuracy. The Friden gives accumulated 
totals or individual answers, and clears automatically after 
each calculation. 

You'll notice we said “under direction” . . . and that’s 
where the man-age comes in. For we live in a wonderful 
man-age, where man does the thinking and machines like 
Friden do the work. 

The gentleman with the Friden, Mr. H. F. Grundy of 
Moffats Limited, uses his Friden to plan and carry out 
market analyses and production planning. Mr. Grundy has 
to evaluate countless data—and accuracy and dependability 
are essential. As Mr. Grundy says, “In this one machine I 
get all the qualities I need. My Friden is worth more to me 
than a whole staff of assistants.” 

Find out for yourself what Friden can do. Write or 
phone for a remarkable 15-minute demonstration. No 
obligation of course. 


JOSEPH McDOWELL SALES LTD. 


CANADIAN DISTRIBUTORS, 992 BAY STREET, TORONTO. 
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Public Accountants. He was for some 
years head of the department of busi- 
ness administration at Bowling Green 
College of Commerce in Kentucky 
prior to joining the staff of the Amer- 
ican Institute in 1957 as assistant to 
the former director of education, the 
late Robert L. Kane, Jr. 


New Rule Binds American CPA’s 

For the protection of bankers and 
other credit grantors, the members of 
the American Institute of Certified 
Public Accountants have adopted a 
new rule of professional ethics. This 
rule forbids them to allow their 
names to be associated with financial 
statements which do not contain 
either an opinion or clearly worded 
disclaimer of opinion as to the fairness 
of the information contained in the 
statements. 


“The Accountant” 1958 Awards 

The English journal, The Account- 
ant, has announced that its 1958 
awards for the best reports and ac- 
counts of public companies have gone 
to Peninsular and Oriental Steam 
Navigation Company in the large 
company category and to John Dale 
Ltd. for small company reports. 


In the News 
Dr. A. K. Eaton, Assistant Deputy 


‘Minister of Finance, will resign his 


post as of July 15 next in order to 
commence practising in Ottawa as a 
tax consultant. Dr. Eaton was head 
of the Taxation Division for many 
years. 

BroTHER CLEMENT LOCKQUELL, 
C.A. (Que.) dean of Laval Univer- 
sity’s faculty of commerce, has been 
elected to the Royal Society of Can- 
ada. 

Pror. IrvinE E. Muu, C.A. 
(N.B.), has been appointed to the 
commerce department of Dalhousie 
University, Halifax. He will fill the 





vacancy created by the sudden death 
of Prof. Wilfred Berman, C.A. (N.S.) 
last fall. 

Pror. W. J. McDouca tL, C.A., pro- 
fessor and head of the accounting de- 
partment at Carleton University, Ot- 
tawa, has been appointed visiting pro- 
fessor in business administration at 
the University of Western Ontario, 
London. He will assume the duties of 
Prof. J. C. Taylor who has been 
named to the faculty of the Manage- 
ment Development Institute, Laus- 
anne, Switzerland, for one year. 

Howarp I. Ross, C.A. is the newly 
elected president of the Canadian 
Club of Montreal. M. Lamp Warr, 
C.A. has been re-elected treasurer of 
the club. 

Harrison C. Hayes, C.A. has been 
elected president of the Montreal 
Board of Trade. 

Gorpon McCrary, C.A. (Alita.), is 
the new chairman for the Edmonton 
Community Chest campaign 1958-59. 

Harvey Doane, C.A. (N.S.), a past 
president of the C.I.C.A., was recently 
elected president of the Nova Scotia 
Division of the Canadian Red Cross 
Society and a member of the national 
executive. 


R.P.A. Amendment Bill Defeated 
An attempt by the registered public 
accountants of Nova Scotia to change 
their name to “Certified Public Ac- 
countants” was defeated at the recent 
session of the Nova Scotia Legislature. 


Index to CCA Volume 72 

Readers will note that there is no 
index at the back of this issue of 
The Canadian Chartered Accountant, 
although as the last number of 
volume 72 it might be expected to 
contain one. It has been decided to 
publish a complete alphabetical and 
topical index for volume 72 and for 
volume 78 in the last number of the 
latter volume (December). 
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A number of methods for transferring the image are used in photo-copying. Most 
effective is the diffusion or “peel-off’ process, in which the negative is peeled off 
the copy, leaving a crisp, clean and permanent duplicate, not affected by light or 
heat, on which everything is picked up from the original. 

This process produces single copies just as cheaply as those giving less satisfactory 
results, 


Gevacopy paper gives you the sharpest possible copies — jet black on pure white. 
It is also available in a selection of colours, and in various weights, (including 


translucent film and card stock). 


Gevacopy paper is a product of 
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CHARTER, 


Underwriters 
© 


Distributors 


Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


320 Bay Street, Toronto 
EMpire 6-6833 


Montreal Kingston Quebec Calgary Vancouver 
Hamilton Kitchener London Edmonton Winnipeg 
New York 


CHARTERED TRUST 


offers you these six convenient services: 


SAVINGS ACCOUNTS 

— with interest at 314% paid twice yearly 

GUARANTEED INVESTMENT CERTIFICATES 

— at current rates of interest for 1 to 5 years, also Guaranteed 
Savings Certificates redeemable at any time 

TRUSTEE UNDER REGISTERED PENSION PLAN 

— for companies, professional groups, individuals 

EXECUTOR OF WILL 

— Details and estimate of cost without obligation 

CUSTODIAN FOR STOCKS, BONDS, INVESTMENTS 

-— All services necessary in management of financial affairs 

REAL ESTATE MANAGEMENT 

— Agent for buying and selling properties, renting office space 


Please write or phone for full information and free literature 
on these and the many other Chartered Trust services. 


--CHARTERED TRUST-- 





COMPANY 
Head Office 
34 King Street W., Toronto, Ontario 


2972 Bloor St, W. 20 St. Clair Ave. W. 1518 Bayview Ave. 
Toronto Toronto Toronto 


388 St. James St, W. 
Montreal 
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Editorial 


GROWING UP — NOT GROWING OLD 





Nay, Whittier, thou art not old; 
Thy register a lie hath told, 
For lives devote to love and truth 
Do only multiply their youth. 
— “TEN TiMEs SEVEN”, by Josiah Gilbert Holland 


Ir wou.p be hard to address two of the provincial Institutes in more 
fitting terms on the celebration this year of their anniversaries: the 
seventy-fifth of the Institute of Chartered Accountants of Ontario and 
the fiftieth of the Institute of Chartered Accountants of Saskatchewan. 
With our greetings and our congratulations can a more appropriate 
wish be coupled than that the Institutes in the years ahead ever 
continue to multiply their youth? To those who had the foresight 
to establish the Ontario Institute in 1883 and the Saskatchewan In- 
stitute in 1908, and to those who have striven so successfully to pro- 
vide the guidance and leadership in the years that followed, an ever- 
lasting debt is due. Upon those who are destined to play their parts 
in the future, a heavy responsibility is placed, but with confidence 
that they will prove themselves to be every bit as worthy as their 
predecessors. 

Anniversaries, in signalling the passage of time, induce the mind 
to reminisce. Worthwhile though this pastime may be — and there 
can be no doubt that consideration of lessons learned in past experi- 
ences is helpful, if not essential, in planning for the future — an anni- 
versary also affords an excellent opportunity to indulge in self-ap- 
praisal and to speculate on what the future holds. A comprehensive 
review of the profession in Canada, where it is and where it should 
head, is obviously beyond the scope of an editorial, but some useful 
purpose may be served by a few random thoughts on the past, the 
present and the future. 
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We started as a band of individuals united by the common bond 
of skills in our art, if accounting may be so described. Obvious 
though it is that we are still a band of individuals and will ever re- 
main so, there is an unfortunate tendency in this day and age to 
think of a body of human beings, even a professional body, as some- 
thing inanimate and impersonal, and to neglect the fact that indi- 
viduals make the body and are the body. 

Nothing can possibly be of more importance to a profession, 
therefore, than the standards of competence and integrity of the in- 
dividuals of which it is composed. What are we doing to ensure that 
those standards are kept at the highest possible levels? What should 
we be planning to do in the future? These are fundamental ques- 
tions that we must constantly ask ourselves and to them we must give 
honest, well reasoned answers enabling us to steer a true course and 
to avoid the many hazards that lie ahead. Selection and education 
of those entering the profession and the education of those already 
in the profession are, of course, the key factors. Much has been 
done and is being done. Uniform examinations and marking, leader- 
ship given by the research committee, attention devoted to profes- 
sional conduct are a few examples. All have helped the chartered 
accountant to meet competently and efficiently the demands of busi- 
ness large and small; all have contributed to his present standing in 
the community. 

In the last year or two we have begun to pay more attention to 
long-term planning, as is evidenced by the special committee present- 
ly studying education from that viewpoint. It is vitally important 
that we continue studies of this kind and that we never cease think- 
ing ahead. Only by so doing will we maintain and increase the es- 
teem in which the profession is held by the public. 

Having looked at the quality of the article and found it to be 
of high grade, let us look at ourselves in terms of quantity. Our 
numbers have been growing exceptionally fast, probably faster than 
any other profession, from approximately 2,700 at the end of the last 
war to nearly 8,000. Our growth from 1941 to 1955 was at a rate 
almost six times that of the population of the country. Should this 
relationship be maintained over the next twenty-five years — and 
there is no reason to believe that it will not — and should the 
country’s population grow as forecast in the Gordon Report, we shall 
number around 33,000 by 1980! 

There is an old proverb that quality, without quantity, is little 
thought of. Both quality and quantity we now have. That the 
future holds in store a vast increase in quantity there can be little 
doubt. With us and with those that follow us lies the responsibility 
for continued careful nursing of the quality. 
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All Roads Lead to Montreal 


Just as skilfully as Montreal’s famous 
French cuisine is prepared to satisfy 
all tastes, so the 1958 C.I.C.A. annual 
conference has been endowed with 
every ingredient necessary to attract a 
new high in attendance of members 
and their ladies. The atmosphere of 
a city where the “old world meets 
the new” is reflected in the program 
itself as this year’s Committee has 
maintained the traditionally high 
technical standards of past confer- 
ences combined with the attraction 
of the beautiful, recently opened 
Queen Elizabeth Hotel — using as its 
“mixing bowl” an international cross- 
roads renowned for its abundance of 
social and recreational facilities. 

On Monday, September 15, follow- 
ing the opening ceremonies and presi- 
dential address by James A. de La- 


lanne, members will hear an address 
by Andrew Barr, Chief Accountant 
of the U.S. Securities and Exchange 
Commission, who will speak on the 
S.E.C.’s relationship to the Canadian 
accounting profession. As part of the 
overall new pattern to the business 
sessions, the annual general meeting 
will then take place, followed by an 
informal luncheon. The early part of 
the afternoon will consist of a panel 
discussion on “Public Relations of the 
Accounting Profession” under the 
leadership of Leeds Nelson, C.A. of 
Montreal, with the day’s final session 
taking the form of a debate on 
whether a greater part of the educa- 
tion program for C.A. students should 
be designed to train students for posi- 
tions in industry. Chairman of the 
debate will be Professor K. F. Byrd, 
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Director of the School of Commerce, 
McGill University. 


Tuesday morning’s sessions will also 
be held at the Queen Elizabeth Ho- 
tel and, as another innovation, will 
provide the opportunity for members 
to pursue a fairly concentrated study 
program throughout the second and 
third days of the conference. The 
three topics planned are accounting 
and auditing problems, management 
controls, and taxation, with the ses- 
sions on these being held in both 
French and English. For luncheon, 
members will be entertained in Le 
Grand Salon as guests of the Province 
of Quebec, with Premier Maurice 
Duplessis as guest speaker. 


As in past years, Wednesday’s tech- 
nical sessions will take place on a uni- 
versity campus and, this year, the 
profession has been invited to use 
that of the modern University of 
Montreal. The morning schedule of- 
fers a number of discussion groups on 
specific matters arising from the pre- 
vious day’s papers and will, again, be 
conducted in both languages. On 
Wednesday afternoon, Peter Wright, 
Q.C. will deliver an address dealing 
with some of the aspects of profes- 
sional life and status, followed by a 
carry-over from past annual gather- 
ings — the popular “Roundup Panel”. 


On the social as well as the techni- 
cal side, this year’s program has most 
certainly accepted the “challenge” ad- 
vanced by last year’s successful gath- 
ering. A Sunday evening reception at 
the hotel, serving as the official social 
opening, will be followed by another 
on Monday evening at the Chalet on 
Mount Royal. Complete with danc- 
ing, this second reception is at the in- 
vitation of the City of Montreal and 
will end with a tour of the city’s night 
clubs. Tuesday afternoon provides 


an opportunity for members and their 
wives to visit the Montreal end of the 
St. Lawrence Seaway and to be guests 
of the Quebec Hydro at another re- 
ception at Beauharnois Power Plant. 
With a little more emphasis on 
warmth and informality than in the 
past, the conference will end with a 
cabaret style dinner-dance in Le 
Grand Salon of the Queen Elizabeth 
Hotel. Special activities for the ladies 
will include a Monday luncheon at 
St. Helen’s Island, a fashion show, 
and a tour of the Laurentians that 
will stop at the Alpine Inn, Ste. Marg- 
uerite for refreshments before return- 
ing to the hotel. 


To see “the Queen Elizabeth” is 
worth the trip in itself. With “Can- 
ada First” as its interior decoration 
theme and more than 1,200 guest 
rooms, all with outside vision, this 
$20,000,000, 21-storey hotel ranks as 
one of the continent’s finest. Original 
Canadian oil paintings or wood-cuts 
of rolling Quebec countryside and fa- 
miliar city street scenes decorate the 
walls of all rooms, and the hotel lobby 
is a masterpiece that combines native 
wood, cut stone, a frieze that recalls 
Quebec catalogne weaving and col- 
ourful floor designs based on ancient 
hooked rug patterns. First in the 
world to provide centralized elec- 
tronic heating, individually controlled 
air conditioning units and dial tele- 
phone service from guest rooms, the 
hotel lies right in the heart of Mont- 
real, handy to shops, churches, thea- 
tres, and night clubs and has indoor 
connections to railway and _ airline 
terminals. 

To take an old world saying and 
give it a new world twist — “ALL 
ROADS LEAD TO MONTREAL” 
for the C.I.C.A. Annual Conference, 
September 14-17, 1958. 


oe ae meet os 


Te. 


BES pala REMI 


eae eee Era 


Ra AmegNT os TmneNe 


Serer, 


Pihcccaicas eC 


Export Trade May Be the Answer 


MITCHELL W. SHARP 


THe CHARTERED ACCOUNTANT today 
must of necessity be a “man of parts”. 
More and more he is called upon to 
advise clients on subjects that go far 
beyond accounting practices, taxation, 
finance and office efficiency. Many 
firms, in fact, turn to the accountant 
as the man to take a hard, detached 
look at the business, assess its 
strengths and weaknesses, and point 
the way to larger sales and bigger 
profits. This sometimes leads him 
into the field of export trade, if his 
clients are already selling abroad or 
if he considers they should try export- 
ing. In either case, he may need ex- 
pert advice on various aspects of 
foreign trade. 


The accountant may discover, for 
example, that the AB Company would 
turn out its product at less cost if 
output could be stepped up. This 
implies wider markets — probably ex- 
port markets. Or a seasonal lag in 
production, say, of bathing suits 
might be prevented if the company 
could sell in a country where the sea- 
sons are reversed, Naturally, he can- 
not recommend a plunge into export 
unless he is satisfied that production 
permits a continuous export effort 
and that the company would be will- 
ing to put money and energy into 
selling abroad. 


Or suppose the company already is 
engaged in export trade but without 
much success. Here the accounting 
firm may wish, or may be asked, to 
discover the reasons and to suggest 
remedies. This in itself demands 
some knowledge of the techniques 
and the problems of export selling, 
such as export pricing, methods of 
representation abroad, shipping prob- 
lems and foreign tariffs. It also calls 
for an acquaintance with conditions 
in foreign markets and a knowledge 
of which ones are relatively free from 
import and foreign exchange restric- 
tions. 

In either of these situations, the ac- 
countant needs to know where to turn 
for quick, reliable and accurate infor- 
mation. Nor is this always easy to 
obtain, because some of it has to come 
from abroad and much of it must be 
detailed and specialized. The chart- 
ered banks can help, and so can 
some of the trade associations inter- 
ested in export problems. But the 
principal source of assistance is the 
Department of Trade and Commerce 
and its Trade Commissioners station- 
ed in 45 different countries. 


Market Research 


This assistance may involve the so- 
lution of one simple problem or it 
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may be broad in scope. To begin 
with, the account may, on his client's 
behalf, approach the Department in 
Ottawa seeking the answer to a fund- 
amental question: “Can this product 
be sold abroad at a profit and if so, 
in what markets?” If at first glance 
prospects appear hopeful, a “product 
report” may be initiated. In this the 
Commodities Branch — staffed by 
men who specialize in maintaining 
contact with the various branches of 
Canadian industry — and the Trade 
Commissioner Service will collabor- 
ate. The firm is asked to supply full 
details about its product, terms of 
trade and time required for delivery, 
plus price lists and samples or illus- 
trative literature. This information 
goes into a circular letter which is 
sent to all or a number of the trade 
commissioner offices abroad. The let- 
ter asks the officer at the post to study 
and assess the trade possibilities in 
his territory and to give details about 
competition. When the replies come 
in to the Department they are ana- 
lyzed and the most promising mar- 
kets pinpointed. If the product needs 
to be modified to sell in, say, Malaya 
or Peru, or if certain markets are 
closed for the present because of im- 
port restrictions or prohibitive tariffs, 
this information is relayed to the 
company. 

The firm or the accountant repre- 
senting it may obtain an answer to 
this fundamental question of selecting 
markets in another way — by writing 
to the trade commissioners at their 
posts abroad. This direct approach 
may be quicker and just as useful 
when the firm already knows that its 
product is well suited to certain coun- 
tries or when, for other reasons, it 
wishes to try its luck in certain areas. 
The trade commissioner will not act 
as a salesman, but he will investigate 


demand, gather information on com- 
petitive products, advise on prices 
and usual terms of trade, and recom- 
mend suitable agents. 


All these services may be grouped 
under a term widely used today “mar- 
ket research”. Some of this the firm 
must undertake itself, perhaps with 
the help of trade and commerce pub- 
lications. Most accountants are al- 
ready familiar with those put out by 
the Dominion Bureau of Statistics, 
though not, perhaps, with those on 
foreign trade. The Trade of Canada 
series is indispensable and repays 
careful study. Useful too are a num- 
ber of the quarterly and monthly sur- 
veys done by the Industry and Mer- 
chandising Division, which contain 
both production and export figures. 
A glance through the DBS listing of 
“Current Publications”, sent on re- 
quest, will suggest other useful 
sources of information. 


Keeping Informed 

Every fortnight the Department 
publishes a magazine for Canadian 
exporters, Foreign Trade. This maga- 
zine carries reports written by head 
office personnel, by the trade com- 
missioners abroad, and occasionally 
by leading Canadian exporters. The 
topics covered include business con- 
ditions in many countries; informa- 
tion on markets for various commodi- 
ties in various areas (Canadian lum- 
ber in New Zealand, blueberries in 
the Midwest States, or automotive 
parts in Rhodesia); changes in trad- 
ing conditions (tightening of import 
licensing in New Zealand or the re- 
laxation of import restrictions in West 
Germany); reviews by exporters of 
areas that they have visited recently, 
and general analyses of trade. In 
1956 and 1957, the magazine carried 
a series of articles on the various as- 
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EXPORT TRADE MAY BE THE ANSWER 


pects of export trade, directed to the 
new or inexperienced exporter. These 
articles have been reprinted in a 
booklet, The Techniques of Export 
Trade, obtainable from the Queen’s 
Printer for $1.00 a copy. 


The accountant who is interested in 
foreign trade soon comes up against 
the problem of export pricing. He 
may discover that a firm is losing 
money or making insufficient profit on 
export sales, though demand remains 
good. His next step is to study the 
factors entering into the price in each 
market. The Department is ready to 
advise him on the various methods 
of export pricing and The Techniques 
of Export Trade contains a section on 
“How to Work Out Export Prices”. 
It can also help with specific matters 
that influence price, such as shipping 
charges, terms of sale, foreign cus- 
toms tariffs, and so on. Some of the 
specialized services that the Depart- 
ment offers are described in more de- 
tail later in this article. 


Finding Overseas Representatives 


The majority of Canadian compan- 
ies selling abroad choose to do so 
through resident agents and if the 
firm is losing money in some markets, 
these representatives may be inactive 
or inefficient. The trade commission- 
ers often prove invaluable in the 
recommendation of agents and in 
checking at intervals on their per- 
formance. Choosing an agent is, of 
course, best done by the exporter him- 
self on a visit to the country. The 
accountant should urge a client inter- 
ested in foreign trade to make an ex- 
ploratory trip and to continue the 
custom every year or two. It will 
give him a chance to get the “feel” 
of the market quickly and to select 
his own agents and give them some 
preliminary training. The trade com- 
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missioners abroad can help to arrange 
tours of this type by making hotel 
reservations, by setting up appoint- 
ments with prospective agents or cus- 
tomers, and by collecting in advance 
useful data on the market. 


If the exporter feels unable to visit 
the country at the moment, the trade 
commissioner will forward him the 
names and information about several 
suitable agents. From this data he 
can make a choice. The trade com- 
missioner can also advise him about 
the drawing up of an agency con- 
tract, the usual rates of commission, 
advertising practices, practical sales 
aids for agents, and the number of 
agents and/or distributors needed to 
cover a market thoroughly. 


When the firm has secured its 
agents, the trade commissioner does 
not drop out of the picture entirely. 
After six months or a year, he makes 
a point of finding out how the agent 
is getting along and reports to the 
company. Sometimes there are 
changes in the agent’s status or cir- 
cumstances — such as the death of a 
partner or financial difficulties — that 
the exporter should know about as 
soon as possible; the trade commis- 
sioner tries to keep him informed. 
When, therefore, the accountant is 
investigating the reasons for losses 
in certain export markets he can ask 
the trade commissioner whether, in 
his opinion, the agent is at fault. 


Credit Problems 


An exporter can seek the trade 
commissioner's advice not only about 
agents but also about the credit 
standing of customers. Often it is dif- 
ficult to decide at a distance on a for- 
eign firm’s creditworthiness. The 
trade commissioner can, from his own 
files and experience, supplement cred- 
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it information which the exporter ob- 
tains from other sources, such as over- 
seas branches or correspondents of 
the Canadian chartered banks. Or if, 
on looking into a company’s books, 
the accountant discovers long-stand- 
ing accounts or bad debts, he can get 
in touch with the trade commissioner 
in that area and ask for help. In no 
sense is the trade commissioner a debt 
collector, but he may be able to use 
moral persuasion on the recalcitrant 
debtor or suggest to the creditor a 
new line of attack. Non-payment be- 
cause funds are blocked is a more dif- 
ficult problem, mentioned later in the 
article. 


Tariffs and Documentation 

Some aspects of exporting call for 
specialized help that the Department 
of Trade and Commerce is equipped 
to provide. One of these, mentioned 
earlier in discussing export pricing, is 
foreign tariffs. Companies occasion- 
ally shy away from export business 
because of ill-founded fears about 
tariff problems. The International 
Trade Relations Branch of the De- 
partment is staffed by experts experi- 
enced in this difficult field. They 
have at their elbow a comprehensive 
collection of the tariffs and subsidiary 
legislation of every country. They 
can, for example, tell an inquirer what 
the probable import duty will be on 
polystyrene going into Lebanon, ice 
skates shipped to the United States, 
or newsprint sold to Australia, and 
what rates foreign competitors are 
paying. They can advise him about 
the probable tariff classification of 
his product in any country and stand 
ready to help straighten out any cus- 
toms problems that may arise. 

Their advice and that of the Com- 
mercial Section of the Canadian Em- 


bassy in Washington have often 
proved particularly useful to com- 
panies that wish to sell in the United 
States market. There the correct classi- 
fication of the goods for tariff pur- 
poses and the method of arriving at 
their value for duty are all important. 
The Department has helped to solve 
many seemingly complex problems of 
this type, opening the way for ex- 
porters to sell in this rewarding mar- 
ket. In fact, the Department sug- 
gests that the exporter who wishes to 
sell in the United States seek its help 
in establishing the classification and 
the appraisal value of his goods be- 
fore making any shipments. 

Closely allied with tariffs is the 
matter of documentation. It plays a 
large part in exporting and calls for 
the training of staff in the correct 
procedures, because incorrect docu- 
ments accompanying export orders 
can delay shipments and bring fines. 
The accountant who finds a client 
struggling with documentation prob- 
lems or hesitant to undertake export- 
ing because of them can turn to the 
International Trade Relations Branch 
for help. The branch publishes a 
series of leaflets covering “Shipping 
Documents and Customs Regulations” 
in 26 different countries and can 
supply data on many others. These 
leaflets are sent free of charge to any- 
one asking for them. The branch also 
compiles information on marking and 
labelling regulations in many coun- 
tries — including marks of origin, 
shipping marks, labelling, cautionary 
marks, etc. — or intricate sanitary or 
other regulations governing the im- 
port of pharmaceuticals, animals or 
plants, or other products of special 
types. Foreign Trade publishes reg- 
ularly information on any changes in 
the documentation or marking re- 
quirements in other countries. 
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Import and Exchange Controls 

In these days of restrictive trade 
regimes, tariffs are not the only bar- 
rier to effective overseas selling. Im- 
port restrictions and foreign exchange 
controls may be used to keep imports 
to a minimum or, in certain cases, to 
exclude them entirely. Canadian ex- 
porters, for example, recently learned 
that all goods going into New Zealand 
must now have import licences. The 
Department, through trade commis- 
sioners and other sources, keeps post- 
ed on changes in trade and tariff 
regulations throughout the world, and 
can tell the exporter whether or not 
he is likely to gain access to certain 
markets. Similarly, it keeps Canadian 
firms abreast of changes in currency 
controls or import regulations and ex- 
plains how these may affect their pro- 
ducts. Sometimes through its good 
offices the exporter is able to obtain 
an import licence despite an initial re- 
fusal. Its assistance is also sought 
sometimes in obtaining release of 
“blocked” accounts held in foreign 
countries to the credit of Canadian 
suppliers. 


Insurance Against Risks 

One of the aspects of export trade 
of greatest interest to the accountant 
is protection against the risks in- 
volved. One way of minimizing the 
over-all risk is to obtain a broad 
spread of markets as a cushion against 
losses in some of them. Another is to 
take out a policy with the Export 
Credits Insurance Corporation. The 
corporation was set up by the govern- 
ment in 1944 to encourage exporters 
by insuring them against non-pay- 
ment of foreign accounts. Commer- 
cial insurance companies do not offer 
this type of protection and the cor- 
poration was established to fill the 


gap. 





EXPORT TRADE MAY BE THE ANSWER 
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In brief, a policy taken out with 
the corporation insures the exporter 
against loss for several different rea- 
sons: 


1, When the foreign buyer becomes 
insolvent. 

2. When the buyer has not paid the 
gross invoice value of the goods 
twelve months after he accepted 
them and took delivery. 

8. When the transfer of funds from 
the buyer’s country to Canada has 
been blocked or other transfer 
difficulties have cropped up. 

4, When war or revolution has 
broken out in the buyer’s country. 

5. When payment is not forthcoming 
for other reasons, such as the re- 
fusal of an import licence or the 
sudden clamping on of import re- 
strictions. 

A policy with the corporation does 
not cover a refusal by the buyer to 
accept the shipment, or non-payment 
because of a dispute over the quality 
or quantity of the goods. 


The corporation insures goods un- 
der two main categories: first, gen- 
eral commodities sold on short credit 
terms or terms usual in the particular 
trade (up to a maximum of about six 
months ); secondly, capital goods sold 
on medium credit terms, with pay- 
ment stretching over six months to 
a number of years. 

There are certain conditions to 
which the exporter must agree if he 
wishes to take out a policy with the 
corporation. One is that he insure his 
exports to all countries, with the pos- 
sible exception of the United States. 
This stipulation is made to spread the 
risk. Another is that he must agree 
to bear 15% of any loss; the corpora- 
tion bears 85%. A third is that, if he 
wishes to extend credit to a foreign 
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buyer to an amount beyond that set 
out in the policy, he must get the 
corporation’s approval. 

It is impossible to summarize in a 
few paragraphs the coverage which 
the corporation’s policies afford and 
the service it is prepared to give. 
Those interested in further informa- 
tion should write directly to the Ex- 
port Credits Insurance Corporation, 
P.O. Box 655, Ottawa, or get in touch 
with its branches in Montreal, To- 
ronto, or Vancouver. 


Manufacturing Abroad 

Occasionally the accountant may 
find, after careful study of a com- 
pany’s export operations and after 
trying to eliminate certain sources of 
loss, that selling in, say, Brazil, is be- 
coming impossible or unrewarding. As 
a result, he may recommend to the 
company that it cease its sales effort 
there. Before he takes this step, how- 
ever, he may want to investigate other 
means of obtaining the same results. 
These include the setting up of a 
branch plant, licensing a Brazilian 
company to make the product on pay- 
ment of royalties, or making certain 
components in Canada and complet- 
ing the manufacturing process 
_ abroad. Some Canadian firms have 
been able to maintain a foothold in 
the restricted Brazilian market by es- 
tablishing subsidiaries there. 

Making the decision to set up a 
branch plant or to enter into a licens- 
ing or other arrangement calls for a 
good deal of information that the 
Department can help to supply. For 


example, the company will want 
briefing on the economic situation in 
Brazil and the short and long-term 
outlook there. It will need informa- 
tion on the laws covering foreign in- 
vestment, the remitting of dividends 
abroad, and the repatriation of cap- 
ital. It will want to know whether 
machinery and other equipment need- 
ed to establish a subsidiary will enter 
duty-free, what the laws are about the 
employment of nationals, and what 
the tax position is likely to be. If the 
company elects to enter into a licens- 
ing arrangement, the Department 
through the trade commissioner can 
assist in working out the agreement 
and setting the licensing fee. If parts 
are to be imported from Canada, it 
will advise on the question of import 
licences and customs duties. 


At Your Service 

In brief space, it is not possible 
to describe in detail the many ways 
in which the Department of Trade 
and Commerce assists, advises and en- 
courages the Canadian exporter. For 
66 years it has been hard at work, 
adding to its services as international 
trade becomes more complex and as 
Canada’s growing production seeks 
outlets in foreign markets. It is equal- 
ly ready to help the large exporter 
and the small or to prepare the way 
for the uninitiated. The accountant 
confronted with trade problems or 
anxious to learn about trade possi- 
bilities and practices can approach it 
any time, assured of its interest and 
full cooperation. 





F 





Pension Planning 


HENRY G. DEVITT, F.S.A. 


NowabDAys NEARLY everyone has an 
interest in social security, various 
kinds of fringe benefits and pension 
plans. In recent years the number of 
pension plans has mushroomed to a 
remarkable extent until now a large 
proportion of the working force can 
look forward to a retirement income 
financed over a period of years 
through a “plan” of some type. 

Ideas are continually developing 
for new plans and for improvement 
of established plans, some of which 
have been operating in Canada for 
well over half a century. 

The ideal pension plan for any or- 
ganization is that which is most per- 
fectly fitted to its particular circum- 
stances and requirements, and pension 
planning in its best and truest sense 
is the selection and development of 
an “optimum” plan for an employer 
or group of associated employers. 


Types of Pension Plans 

Pension plans, created in variety, 
are known by type names, such as 
career salary or “Unit Benefit”, termi- 
nal average salary, money purchase, 
profit sharing pension, fixed benefit 
and variable annuity. The variable 
annuity plan is the newest. Its special 
purpose is to provide for variation in 


pension benefits to keep pace with 
changes in the cost of living, both be- 
fore and after retirement. This is 
usually accomplished through sub- 
stantial investment in common stocks. 

Many individual benefits or fea- 
tures may be selected for inclusion in 
a plan, and in the course of develop- 
ing the ideal plan for a particular or- 
ganization, consideration has to be 
given to suitability and effect on costs 
of each of the following factors. 


Integration as to Cost 

Integration as to cost is probably 
the most important and critical ques- 
tion facing employers in Canada to- 
day with respect to their pension 
plans. This is sometimes referred to 
as “input integration”. 

After two increases in the govern- 
ment old age pension (O.A.P.) dur- 
ing the past year, and with further up- 
ward adjustments receiving serious 
consideration in official quarters, the 
problem of overlapping benefits and 
consequent duplication of pension 
costs has been greatly accentuated. 
Employees may also be faced with 
this problem of double pension contri- 
butions in the near future since the 
Federal Government is currently in- 
vestigating the advisability of a na- 
tional contributory plan. 
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As yet few employers in Canada 
have taken any action with respect to 
input integration, partly because the 
overlapping has not been of serious 
proportions and partly because they 
are reluctant to “take the lead”. 

In a small number of plans, the full 
O.A.P. has been made deductible from 
the pension benefit on attainment of 
age 70. However, this drastic treat- 
ment is not considered to be good in- 
tegration practice. 

Equitable input integration should 
observe the following principles: 

(i) Partita INTEGRATION FOR SHORT 

SERVICE 

No employee with pension bene- 
fit based on short service should 
have such pension wiped out or 
drastically reduced by input in- 
tegration with O.A.P. 


(ii) BeNeFir TO EMPLOYEES FROM 
RecENT O.A.P. INCREASES 
The advantage of any current 
or recent increase in O.A.P. 
should go to the employee, not 
to the employer. 


(iii) No INTEGRATION OF BENEFITS 

ALREADY FUNDED 

The input integration formula 
should never be made applicable 
to pension plan benefits already 
funded. Otherwise the O.A.P. 
serves to benefit the employer, 
and its purpose is defeated. 


(iv) ExrminatTion oF OverLaP BE- 
TWEEN PLAN AND O.A.P. 
Following introduction of an 
O.A.P. benefit, no employer 
should contribute to pension 
plan benefits which overlap 
O.A.P. 


(v) Repucrion In EMPLOYEE 
CONTRIBUTIONS 
The reduction in cost resulting 
from input integration should, 
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if possible, be shared with em- 
ployees by reduction of their 
contributions, since they also 
contribute towards the financing 
of O.A.P. 


(vi) AuroMaTic ADJUSTMENT TO 
O.A.P. CHANGES 
The input integration formula 
should adjust automatically and 
conveniently as changes occur in 
O.A.P. benefits, so that further 
overlaps will not develop. 
“Graded” input integration meets 
all the above requirements. This 
method establishes for each plan an 
initial amount of non-pensionable or 
excluded earnings per member, calcu- 
lated so that the O.A.P. provides pen- 
sion benefit approximately equivalent 
to the full service pension under the 
plan for such excluded earnings. 


Retirement Age — Compulsory or 
Optional 

For the most part, pension plan 
practice to date has been to require 
each member to retire at his or her 
normal retirement age, except in rela- 
tively rare cases where, because of 
special circumstances, the employer 
grants permission for early or post- 
poned retirement. 

Current thinking is that, wherever 
possible, employees should not be 
treated like “peas-in-a-pod” as to re- 
tirement age. Each person’s health, 
abilities, inclinations and _ circum- 
stances vary from his fellows, and 
some latitude should be allowed to 
both employee and employer in de- 
ciding upon and arranging the best 
time for this very important event. 
Probably the ideal arrangement is to 
have the plan provide for a range of 
normal retirement ages, say a 5-year 
period, in which the employee has 
practically full choice as to retire- 
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ment date (subject to reasonable ad- 
vance notice to the employer), at the 
same time making it possible for the 
employer and employee to agree to 
earlier or later retirement. 


Adjustment of Pensions on Early and 

Late Retirement 

Almost invariably the early retire- 
ment of a member (i.e. prior to his 
earliest “normal retirement date”) in- 
volves a reduction in his pension 
benefit, so that there is little or no ad- 
ditional cost under the plan. Some 
employers eliminate or alleviate this 
early retirement penalty by providing 
for full accrued pension in total disa- 
bility cases and/or lessening the 
benefit reduction in good health early 
retirements, through “absorption” of 
a portion of the usual actuarial dis- 
count, i.e. by meeting somewhat in- 
creased costs for these cases. 

There are several methods of hand- 
ling postponed retirement. These 
may be grouped into two main types: 
A. Cessation of the member’s contri- 

butions and of employer contribu- 
tions on his behalf, and payment 
of pension from normal retirement 
age, even though the member act- 
ually continues in service. (A 
variant of this is to pay an actu- 
arially increased pension commen- 
cing on the member’s actual re- 
tirement date. ) 

B. Continuation of the member’s con- 
tributions and employer contribu- 
tions up until his actual retirement 
date, and payment from such date 
of his regular pension benefit, 
based on his service up to his post- 
poned retirement date. 

Under method A, the costs of bene- 
fits under the plan are always based 
on the initially established normal re- 
tirement age. Moreover, if an em- 
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ployee is drawing pension benefit and 
his regular earnings, his income is 
abnormally inflated following normal 
retirement date, and it becomes more 
difficult for him to accept the reduc- 
tion in income on actual retirement. 

Method B introduces some flexi- 
bility into the plan, with advantage to 
all concerned: 

(i) Many employees in good health 
are glad to continue in service 
past the “official” normal retire- 
ment age, and to earn their regu- 
lar salary or wage during this 
period. 

(ii) Retention of experienced and 
skilled employees past normal 
retirement age is often of ma- 
terial advantage to the employer. 

(iii) There are lower pension fund 
costs to the employer. 

It is usually advisable for any defer- 
ment of retirement to be granted by 
the employer only for a specified 
period, say one year at a time. In 
this way, good control can be kept. 

Method B also makes it possible to 
dissociate the employer’s retirement 
policy from the formal terms of the 
plan. Retirement policy is essentially 
related to “employment policy”, which 
should be susceptible to change, to 
cope with varying business and eco- 
nomic conditions, without the neces- 
sity of frequent alteration to the pen- 
sion plan. 


Normal Retirement Age for Female 
Employees 

For many years, it has been prac- 
tically universal practice for women 
employees to be retired at an earlier 
age than men, usually at age 60. 
Now, however, despite high turnover 
in female employee groups, there is 
a definite and growing trend to a uni- 
form retirement age for men and 
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women. This is partly due to the fact 
that the longevity of women is defi- 
nitely superior to that of men; also 
due to the desire of many female em- 
ployees to continue in service and the 
need of the employer to retain such 
experienced personnel. 


Should Employees Contribute and 
Receive Interest on Refunds? 


Most pension plans in Canada re- 

quire employees to assist in the fi- 
nancing of benefits thereunder, by 
contributions throughout _ service, 
usually at the rate of 5% of earnings. 
Reasons for this practice are: 
1. Larger and more adequate pen- 
sions are possible than if the plan 
were to be financed wholly by 
the employer. 
Such contributions reduce each 
employee's taxable income, so that 
the actual outlay is net after in- 
come tax. (This is not the case in 
the United States where, conse- 
quently, many more plans are non- 
contributory for employees. ) 

3. Such a plan constitutes a desirable 
“forced-savings” medium for those 
employees who terminate service 
prior to retirement. 

4. Employee appreciation of the 

“value and benefits of a plan is 
much greater when personal par- 
ticipation in its funding is in- 
volved. 

Incidentally, it is now quite gen- 
eral practice to allow some interest 
accrual on such contributions if and 
when a refund of contributions be- 
comes payable, usually on termination 
of service prior to retirement. 

The applicable rate of interest is 
established by the employer from 
time to time, at a level somewhat less 
than is actually being earned on the 
funds of the plan. 


bo 


Eligibility Requirements 
Great variety exists in the minimum 

age and service requirements for 
membership in pension plans. To 
some extent, of course, these prelim- 
inary waiting periods are dictated by 
circumstances pertaining to the par- 
ticular employer's business. How- 
ever, certain basic principles of eli- 
gibility are: 
1. Each employee should commence 
contributions to the plan as soon as 
possible, to avoid the dislocation 
and dissatisfaction resulting from 
commencement of such contribu- 
tions after the employee has be- 
come accustomed to earnings with- 
out such deduction. 
Generally speaking, the sooner 
membership commences, the larger 
and more adequate will be the 
member’s benefit at retirement; 
and complete adequacy is very 
difficult of attainment. 

3. Likewise a refund of contributions 
is a very welcome benefit to a 
withdrawing member; and early 
commencement of membership is 
desirable in order to have such re- 
fund as large as possible. 

In many plans the initial wait- 
ing period is made lengthy be- 
cause of the heavy turnover of 
staff whose employment has been 
of short duration and the adminis- 
trative expense involved by such 
numerous’ short-term member- 
ships. It is suggested that ways 
and means could be found to 
minimize this expense and that 
early commencement of member- 
ship is advisable despite the cost. 
Excess interest earnings on mem- 
bers’ contributions would usually 
offset this expense to a large de- 
gree, 

4. For employees who enter the ser- 
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vice at relatively advanced ages, a 
long waiting period before admis- 
sion to the plan is frustrating and 
undesirable. 


Portability of Pensions — Vesting 

One of the main purposes of pen- 
sion plans used to be, and in the 
opinion of many employers should still 
remain, the retention of valuable, 
long-service employees. Changing 
from one employer to another be- 
comes a matter of greater importance 
and extra risk if it involves forfeiture 
of substantial accrued pension credits. 

Since World War II, however, gen- 
eral practice has tended to allow em- 
ployees to acquire a vested right to a 
portion or all of the employer’s pen- 
sion plan contributions on their be- 
half, subject in each case to a reason- 
able period of service and/or attain- 
ment of stated age. 

Usually such partial or full vesting 
of employer contributions is made de- 
pendent upon the withdrawn em- 
ployee agreeing to leave his own con- 
tributions on deposit in his former 
employer’s pension fund, since other- 
wise the vested deferred pension is 
further reduced and becomes quite 
inadequate. Actually, many employ- 
ees prefer the cash refund of accumu- 
lated contributions on termination of 
employment, since such funds are 
often needed for purposes more ur- 
gent and important than the retention 
of a deferred pension benefit. 

The vesting concept is now being 
extended in some quarters to cover 
the voluntary transfer of employees 
from one organization to any other 
organization within the same industry, 
and within a given area. 

Such pensions have been designat- 
ed as portable pensions, and these can 
be accomplished through the forma- 
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tion of an “industry-wide” pension 
plan, to which all employers in the 
given industry and area subscribe. 

However, employers naturally resist 
the establishment of such a generous 
vested right since it defeats one of 
their basic pension plan purposes, i.e. 
the retention of long-service employ- 
ees. On the other hand, an industry- 
wide vesting arrangement makes it 
easier for an employer to acquire ex- 
perienced employees from other or- 
ganizations in the industry group. 

Such an arrangement need not in- 
volve identical plans for the various 
employers, but only the feature of 
full vesting of accrued pension credits, 
regardless of age or duration of ser- 
vice, on transfer to another organiza- 
tion within the eligible industry-area 
classification. 

Vested benefits of this type would, 
of course, be subject to cancellation 
on subsequent commencement of em- 
ployment outside the designated in- 
dustry or area, in accordance with the 
general vesting rules of the plan. 


Past Service Pension Benefits 

On starting up a pension plan, it 
is not usually possible to establish 
past service benefits as high as for 
future service, without incurring ex- 
cessive cost. Furthermore, since em- 
ployees are not asked to contribute 
with respect to past service benefits, 
there is considerable justification for 
such a situation. As a rule, employees 
who retire in the early years of a 
plan’s operation do not enjoy benefits 
as adequate as those who retire later. 
To offset this, many employers adopt 
a policy of supplementing pension 
benefits up to some more reasonable 
standard, for some years after the plan 
is inaugurated. 

Since past service liabilities at the 
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inception of a plan are with reference 
to retirements which will take place 
over a considerable period of years 
in the future, it is usually satisfactory 
for these to be funded in instalments, 
with interest, over any desired period 
up to 20 years, and longer in some 
cases. 

If an employer is unable to finance 
the usual past service costs, the plan 
could provide for future service bene- 
fits on a reasonably generous scale, 
with a minimum pension feature 
which will necessitate supplementary 
pensions in connection with retire- 
ments occurring in early years of the 
plan. The cost of such supplement is, 
in effect, the minimum past service 
cost for inauguration of a complete 
plan. 

Alternatively, however, a “future 
service only” plan could be establish- 
ed on the assumption that past service 
pensions provided by the employer 
would be allowances chargeable to 
the company’s current revenue on a 
“pay-as-you-go” basis. Incidentally, 
this does not involve any tax disad- 
vantage to the company since such 
allowances would be deductible from 
taxable income. Adoption of a “fu- 
ture service only” plan is not recom- 
mended unless absolutely essential. 


Benefits to Widows and Other 
Beneficiaries 

The most desirable benefit that can 
be provided for a member’s widow is 
a pension payable for the rest of her 
life, only ceasing should she remarry. 
As yet, widow’s pensions are found in 
relatively few plans, but there is a 
growing interest in them, and it is 
likely that they will be introduced in- 
to more and more plans in the future. 

A comparatively inexpensive form 
of widow’s pension benefit, which is 
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growing in popularity in Canada, is 
one payable only in the event of the 
member's death prior to retirement 
age. Experience shows that few mem- 
bers die prior to retirement, but it is 
in these cases of early death that 
the need for widow’s pension is great- 
est. 

Where a widow’s pension is arrang- 
ed for under a plan, it is customary to 
provide at small cost a nominal 
pension income to minor children of 
the deceased member, payable until 
their attainment of age 18 or 21. 

Practically all plans contain option- 
al pension provisions, by which mem- 
bers may elect to receive a reduced 
amount of pension payable on a joint 
and survivorship basis to the member 
and his named co-annuitant, who is 
generally his spouse. In this way, 
members can, if they wish, provide a 
widow’s pension payable in the event 
of their death after retirement. 

If there is no widow’s or children’s 
pension under the plan, the benefit 
payable to a member’s dependents, or 
estate, is usually a lump sum refund 
of his total contributions, less any in- 
stalments of pension paid to the mem- 
ber. Such a lump sum death benefit 
can be paid to a dependant of the 
member in instalments over a period 
of years. 


Levelling Options — Output 
Integration 

For employees who retire prior to 
age 70 with pension benefit that is not 
fully adequate, most pension plans 
now provide the right to elect a “level- 
ling option”. Under this option the 
member receives, in lieu of his regular 
pension, an equivalent “stepped” pen- 
sion, being more than his regular pen- 
sion up to age 70, and a reduced 
amount after age 70. It is calculated 
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so that his total pension from these 
two sources is as uniform as possible 
throughout his retirement. 

Such adjustment of pension benefit 
constitutes “integration as to benefits”, 
and is sometimes referred to as “out- 
put integration”, as distinct from “in- 
put integration” or integration as to 
cost. 

The amount of “output integration” 
adjustment, or levelling adjustment, 
varies somewhat from plan to plan, 
due to differing assumptions as to 
interest and mortality. However, the 
approximate amount payable from age 
65, and based on a government old 
age pension of $55 per month, would 
be $31.25 for a male, and $33.95 for 
a female. As from the date of com- 
mencement of the government old 
age pension (at age 70) each mem- 
ber’s adjusted pension under the plan 
would be reduced by $55 per month. 


Adequacy and Retirement Age 

One of the main problems in pen- 
sion planning is determining the opti- 
mum attainable level of adequacy in 
pension benefits to be provided. 

This is, of course, dependent to a 
considerable extent upon the volume 
of funds which the employer and em- 
ployees are willing and able to set 
aside for the purposes of the plan. 

It is also related to the retirement 
age or ages specified or permitted 
by the plan. 

If the retirement age is relatively 
early, the cost per unit of pension is 
heavy and consequently the amount 
of pension benefit will tend to be in- 
adequate. The converse is the case 
where the retirement age is high. 

However, with the exception of to- 
tally disabled members, those who re- 
tire relatively early should be able 
to supplement their pension, if neces- 
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sary, by some remunerative activity. 
In most cases continued business ac- 
tivity is conducive to good physical 
and mental health. 

Thus it is seen that the degree of 
adequacy in a pension plan is not 
necessarily a question entirely of the 
employer's resources, but may also be 
a result of either the relative retire- 
ment age under the plan, or the em- 
ployer’s pension policy, or both. 


Pension Supplements 

A so-far neglected area of pension 
planning has been maintenance of the 
purchasing power of pension benefits 
during the period following retire- 
ment. Increases in the cost of liv- 
ing have played havoc by greatly im- 
pairing the comfort and welfare of 
pensioners, most of whom have had 
to survive on fixed incomes. 

A few employers have put pension 
supplement programs into effect to re- 
lieve such adverse conditions. The 
recent advent of the government old 
age pension (1952) greatly relieved 
the situation for the then current pen- 
sioner group. However, more ad- 
vance planning for this problem is 
advisable. 


Voluntary Additional Contributions 
by Employees 

Governmental regulations pertain- 
ing to pension plans permit employ- 
ees to make voluntary additional con- 
tributions (within specified limits ) for 
supplementing their pension benefits 
under the plan. This privilege is pri- 
marily for those who would otherwise 
not obtain full benefit under the plan, 
due to late entry into service or a 
lengthy period of past service. In- 
clusion of such an additional em- 
ployee contribution clause in the plan 
is recommended, even though rela- 
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tively few members take advantage of 
it. 

Employers are not permitted to 
make corresponding additional contri- 
butions. 


Conclusion 

The widespread and continuing de- 
velopment of pension plans, both gov- 
ernmental and private, is a tremend- 
ously encouraging feature of our mod- 
erm society, bringing us ever closer to 
the time when no one will have fear 
of want or hardship in old age. 
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Governmental and private plans 
each have their proper role in the 
ideal overall program. The former, 
of course, furnishes a reasonable sub- 
sistence income to each citizen who 
fulfils minimum requirements as to 
residence; private plans, when suit- 
ably integrated with the government 
scheme, provide additional benefits 
related to the individual's length of 
service and standard of living. 

This overall system of pension plan- 
ning conforms to our democratic way 
of life, and yet ensures a “pension 
floor” for each citizen. 


SOCIAL SECURITY 


Many people have a very naive idea of the degree of material security 
which is actually obtainable. They feel that it should be possible for them 
to retire fairly early in life while they are still in good health, and live many 
years of unproductive leisure. We should all realize that no society has 
ever tolerated a large group of unproductive people for very long, and 
probably no society ever will. For many years now society has used the 
mechanism of inflation to frustrate and force continuous work from those 
citizens who have tried to accumulate a right to leisure by saving dollars. 
This has resulted in a swing towards equity, rather than dollar, saving. 
I believe that if this swing towards equity saving becomes a mass swing, if 
everyone begins doing it, society will have no difficulty whatever in finding 
some other mechanism to force continuous work from people who can work. 

The ability and willingness to do useful work is the prime prerequisite 
of security. Perhaps that’s the way it should be. 


— William Mercer speaking to the Chartered 
Accountants Club of Vancouver, March 1958 





Administration under the Securities 
Act of Ontario 


O. E. LENNOX, Q. C. 


THe Ontario Securities Commission 
is divided for administrative purposes 
into three sections: registry, audit, 
and legal and investigation. The 
first two sections function under nor- 
mal conditions, while the third func- 
tions when trouble develops. It is 
assisted by the audit section when 
the services of an accountant are ne- 
cessary, as they invariably are in ma- 
jor investigations. 


Interprovincial Cooperation 

First, some reference should be 
made to the exceptionally satisfactory 
conditions which presently prevail 
throughout Canada in the matter of 
cooperation between provincial secur- 
ities administrators. Securities legis- 
lation in Canada is not uniform. If 
we aimed at uniformity, it would be 
uniformity solely for the sake of uni- 
formity, as conditions and problems 
confronting the various provinces are 
so entirely different and there is no 
federal Securities Act to provide a 
foundation for uniform laws. It 
would scarcely be feasible for all the 
provinces to introduce a more elab- 
orate type of legislation similar to 
the comparatively recent legislation 
enacted in large centres of distribu- 


tion, such as Quebec and Ontario, 
and in Alberta and Saskatchewan, 
which are going through a period of 
rapid expansion and so are experi- 
encing the problems incidental there- 
to. These four provinces have en- 
acted legislation based on the prin- 
ciples of full disclosure, thus round- 
ing out the principles of dual control, 
namely control over the issuing com- 
pany and the control over the person, 
or companies, licensed to trade in 
securities. Other provinces, so far, 
have been comparatively free from 
pressing problems within their own 
jurisdiction and, no doubt, have found 
exisiting securities legislation to be 
adequate. 

Canada, however, can point with 
pardonable pride to virtually total 
uniformity concerning all considera- 
tions which lend themselves to uni- 
formity within the powers vested in 
the provincial administrators. These 
satisfactory results are, in a large 
measure, due to a revival of annual 
provincial conferences after a lapse 
of several years. It is now safe to say 
that all the considerations embodied 
in section 44 of the Ontario Act, and 
other similar or comparable provincial 
legislation, considerations designed to 
ensure just and equitable public fi- 
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nancing, are applied consistently and 
uniformly throughout Canada. 


REGISTRY SECTION 


In Ontario the raising of new and 
additional capital from the public 
which involves the issuance of securi- 
ties by any company is controlled by 
the Securities Act. This control is in 
no way restricted in its application to 
companies incorporated in Ontario 
under the Companies Act or its suc- 
cessor, the Corporations Act, 1953, 
but applies equally to all companies 
incorporated under the Companies 
Act of Canada, the Companies Act of 
any province of Canada or similar 
legislation of all foreign countries. 
This control applies directly to public 
companies and indirectly to private 
companies since, in the latter case, an 
invitation to the public to subscribe 
for its securities is outside of the 
statutory definition of a private com- 
pany and is also prohibited by the 
Securities Act. To illustrate the broad 
scope of the Securities Act in connec- 
tion with the raising of capital from 
the public, it should be pointed out 
that this control applies also to pros- 
pecting syndicates and, in some in- 
stances, to securities issued by per- 
sons. 

The control provided by the legisla- 
tion is two-fold: first, control over the 
company raising capital from the 
public by requiring that prescribed 
minimum corporate information be 
filed with the Commission and made 
available to the public; secondly, con- 
trol over the dealers and brokers in 
the securities business who raise 


capital from the public on behalf of 
the company. 

The registry section’s function with- 
in the Commission is to provide the 
day-to-day machinery for the Com- 
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mission’s exercise of this dual con- 
trol. 


Qualification 

One basic prohibition contained in 
the Securities Act is that there shall 
be no trading by or on behalf of any 
mining company (section 38) or any 
industrial company (section 39) or 
any investment company (section 40) 
in any securities issued by such com- 
panies, where such trade would be in 
the course of primary distribution to 
the public of such securities, until 
there has been filed with the Com- 
mission a prospectus and a receipt 
therefor obtained from the registrar. 
The prospectus must be certified by 
the manual signature of every person 
who is at the time of filing a direc- 
tor or a promoter of the company is- 
suing the securities or is an under- 
writer or optionee of the securities 
being issued, to the effect that “full, 
true and plain” disclosure has been 
made in the prospectus of all material 
facts in respect of the offering of the 
securities. The statutory require- 
ments of a prospectus are set out in 
detail in the Securities Act in the sec- 
tions referred to above in certainly 
full, definitely true and, for the most 
part, plain language. 


The. prospectus gives information 
which is not normally disclosed in or 
pertinent to financial statements, viz, 
the head office of the company, the 
laws under which the company was 
incorporated, and the names in full 
and present occupation of the direc- 
tors and officers; the remuneration the 
directors received in the aggregate 
during the last financial year and an 
estimate thereof for the current year; 
the annual remuneration the off- 
cers received in the aggregate dur- 
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ing the last financial year and an esti- 
mate thereof for the current year 
where the officers individually re- 
ceived in excess of $10,000 per an- 
num; the amount paid, or intended 
to be paid, to any promoters or to 
vendors to the company of prop- 
erties or other assets, whether the pay- 
ment be made in cash or in securities 
of the company or otherwise. 

The submission of a signed pros- 
pectus which does make “full, true 
and plain” disclosure together with fi- 
nancial statements which are accept- 
able and, of course, the prescribed 
fee, does not in itself guarantee that 
the company will be given permission 
to engage in primary distribution of 
its securities to the public. Statutory 
discretion is given by the Legislature 
to the Commission to accept, or not 
to accept, a prospectus or its accom- 
panying financial statements. It is 
this discretionary power which sets 
the securities legislation of Ontario 
apart from, and above, the common 
“full disclosure” legislation which 
exists in many other jurisdictions. 
The Securities Act contains a section 
which enables the Commission to re- 
fuse to accept for filing any prospec- 
tus or financial statement which, in 
the opinion of the Commission, con- 
tains any statement, promise or fore- 
cast which is misleading, false or de- 
ceptive; or discloses that an uncon- 
scionable consideration has been or 
will be paid either in cash or by 
shares or otherwise to anyone for pro- 
motional purposes, or for properties 
or other assets sold to or to be sold to 
the company; or discloses that the 
proceeds which will be paid into the 
treasury of the company, together 
with the other resources of the com- 
pany, are insufficient to accomplish 
the objects indicated in the prospec- 
tus (section 44). 
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Exemptions from Qualification 

The major exemption from the first 
type of control is provided by section 
41(b) which exempts from the re- 
quirements of filing a prospectus and 
financial statements or any other type 
of documentary notice, securities of 
companies which are listed and post- 
ed for trading on any recognized 
stock exchange where the securities 
are sold through such stock exchange. 
If a company is successful in having 
its securities listed on any recognized 
stock exchange, whether in Ontario 
or outside of Ontario, trading in the 
listed securities may occur in Ontario, 
both during the stage of primary dis- 
tribution and the more common stage 
of secondary distribution, without any 
notice whatsoever being served on 
the Commission. The control over 
this type of trading is maintained 
through the second type of control, 
i.e. control over the dealer or broker, 
but the first type of control is indi- 
rectly present through the authority 
of the Commission to refuse to recog- 
nize or withdraw its recognition of 
any exchange. While both of these 
drastic procedures have occurred 
within the past decade, needless to 
say it is a step which is not lightly 
taken. 


Under another major exemption 
(section 19(2)) any company may 
distribute new or additional securities 
of its own issue to its existing share- 
holders provided written notice is 
served upon the Commission of the 
company’s intention to do so, together 
with the terms of the proposed offer, 
at least ten days before the sale takes 
place. Under the same _ general 
exemption are, among other securities 
of or guaranteed by any government, 
securities of bona fide cooperative 
corporations, shares of credit unions, 
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securities of private companies and, 
of increasing importance in the last 
few years, securities offered by a 
company to its employees by way of 
stock option plans. 


Registration 

A second basic prohibition contain- 
ed in the Securities Act is that no 
person or company shall “trade” in 
any security unless he or it is regis- 
tered to do so by the Commission. 
A “trade” in securities is defined 
by the Securities Act in the broadest 
of terms to include not only the so- 
licitation and receipt of an order to 
buy or sell a security and the mech- 
anics of executing the order but also 
any act, advertisement, conduct or 
negotiation directly or indirectly in 
furtherance of a trade. The require- 
ment of being registered applies 
whether the securities being traded 
are in the course of “primary distri- 
bution” (such as a new issue of shares 
from a company to the public) or 
“secondary distribution” (such as a 
sale of his shares by a shareholder to 
another member of the public 
through the facilities of a stock ex- 
change). 

The control afforded to the Com- 
jnission by means of this second basic 
prohibition enables the Commission 
to carefully screen all applicants for 
registration and reject the applica- 
tions of those persons or companies 
who fail to measure up to the Com- 
mission’s standards and are therefore 
not considered suitable, in the Com- 
mission’s opinion, to trade in securi- 
ties with the public. Flowing also 
from this second basic prohibition is 
the authority to supervise effectively 
the trading activities of persons or 
companies who have been granted 
registration. The statute provides 


(section 8) that the Commission shall 


suspend or cancel any registration 
where in its opinion such action 
would be in the public interest. 


Acting on the commonsense theory 
that one of the best methods of serv- 
ing the public interest is not to know- 
ingly permit confirmed fraudulent 
operators or even bad risks to deal 
with the public in the securities busi- 
ness, the Commission has established 
a thorough screening routine which 
all applicants for registration must go 
through. The application form has 
been designed to elicit full disclosure 
from every applicant, not only as to 
his present occupation and qualifica- 
tions but also his criminal record, 
if any, or offences arising out of 
transactions in securities resulting 
from any activity during the appli- 
cant’s lifetime in any country in the 
world. The applicant must also dis- 
close a complete chronological list of 
his previous employment for the past 
15-year period and his places of resi- 
dence during that period. One of the 
purposes of requiring residential ad- 
dresses is that the statute provides 
absolute discretion to the Commission 
to refuse to register any one who has 
not been a resident of Ontario for at 
least one year immediately prior to 
the date of the application for regis- 
tration with the intention of making 
his permanent home in Ontario. 


Before any cynical reader con- 
cludes that the Commission places 
undue reliance on the honesty of the 
applicant in disclosing such informa- 
tion which is rightfully considered 
vital to efficient protection of the pub- 
lic interest, it should be pointed out 
that the application form is not just 
a signed document; it is a sworn 
document. An affidavit is incorporat- 
ed into the application form which 
must be sworn before a Commission- 
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er for taking affidavits, testifying that 
the statements in the application are 
true. A deliberately false affidavit is 
not only a violation of the Securities 
Act itself, carrying a maximum pen- 
alty of $2,000 or imprisonment for one 
year, or both, but is also concurrent- 
ly a criminal offence, namely, perjury. 

To accomplish further the desired 
objective through a screening pro- 
cess, a close liaison is maintained be- 
tween the Commission and the asso- 
ciations to which the major groups 
of registrants belong: the Investment 
Dealers Association, the Broker-Deal- 
ers Association and the Toronto Stock 
Exchange. Before registration is 
granted to an applicant in an ap- 
plicable category, the opinion of the 
pertinent association of the applicant 
is obtained. The essence of this 
opinion is that the association has in- 
vestigated the applicant’s affairs and 
reputation and has canvassed its 
membership, and then it announces to 
the Commission that it is willing to 
accept the applicant as a member if 
the Commission grants the applicant 
registration. 

Finally, the Commission conducts 
an annual review of the activities of 
existing registrants by requiring an- 
nual application for renewal of regis- 
tration forms to be filed by all regis- 
trants, which forms disclose any 
changes in the facts set forth in the 
latest application on record. 


Exemptions from Registration 

The principal exemptions from the 
second type of control are provided 
by section 19(1) which exempts, 
among others, isolated trades in a 
specific security by or on behalf of 
the owner, trades where one of the 
parties is a bank or a loan corporation 
or a trust company or an insurance 


company, all of which must conform 
to appropriate legislation. The issuing 
company itself is not required to be 
registered when, unlike a security is- 
suer, it distributes its securities solely 
through an existing registrant acting 
as agent for the company. 

Control over exempt trading is ex- 
ercised through section 19(3) which 
empowers the Commission to with- 
draw the availability of the exemp- 
tions from persons or companies 
when, in the Commission’s opinion, to 
do so would be in the public interest. 

The two types of control over the 
issuer and over the dealer or broker 
are coordinated by an important re- 
quirement in the Securities Act (sec- 
tion 47) that a dealer, or broker, or a 
security issuer or the employed sales- 
man who is engaged in the primary 
distribution to the public of securi- 
ties of a company must deliver a 
copy of the prospectus of the com- 
pany and its accompanying financial 
statements to the potential purchaser 
before a trade which would be in the 
course of primary distribution to the 
public is consummated. 


AUDIT SECTION 

The audit section of the Commis- 
sion is concerned with all phases of 
the administration of the Securities 
Act, as the financial position of all 
persons or companies who are trans- 
acting business with the public which 
involves securities must be considered 
when establishing their fitness to meet 
their commitments, and to ensure 
reasonable protection of the public 
with whom they are transacting 
business. 


Qualification 

All prospectuses filed with the 
Commission must be accompanied by 
financial statements reported on by 
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an auditor acceptable to the Com- 
mission and such reports must con- 
tain his opinion on the financial posi- 
tion of the company. 

Sections 37, 38, 39 and 40 of the 
Securities Act, R.S.O. 1950, set out 
the minimum requirements with re- 
spect to financial statements. These 
requirements vary, depending on the 
classification of the company whose 
securities are being qualified, but all 
must conform to generally accepted 
accounting principles, be approved 
by the board of directors of the com- 
pany, reported on by the auditor and 
be of a date not more than one hun- 
dred and twenty (120) days prior to 
the date of the prospectus. The Com- 
mission does, however, have the right 
of directing that a date more than 120 
days prior to the prospectus date be 
used. 

Financial statements not dated 
within the period covered are very 
closely examined and the Commission 
requires verification of the fact, to 
the extent possible, that the financial 
statements are in no way misleading, 
that they constitute full, true and 
plain disclosure, and that the financial 
position of the company is at least 
the equivalent of that shown by the 
Statements submitted. 

Careful consideration is also given 
to the fact that the financial state- 
ments accompanying a prospectus are 
prepared as information material for 
investors who may not be familiar 
with the affairs of the company. They 
must, therefore, be as informative as 
possible and present a clear picture 
of its financial position, including its 
affiliations and subsidiaries. 

As the source of many of the fi- 
nancial figures appearing in the pros- 
pectus is the financial statement, 
these are carefully checked one 


against the other as far as possible to 
ensure each is complete in itself. The 
company’s past operations are assess- 
ed on the basis of the financial state- 
ments, and if the Commission deems 
it expedient, may have a member of 
its own staff perform an audit. 

An audit by the Commission goes 
beyond establishing the financial posi- 
tion of the company, and includes 
such items as the uses to which the 
company’s funds have been put, the 
adequacy of the consideration re- 
céived, the general operations, etc. If 
the company’s securities had pre- 
viously been qualified, the audit also 
is concerned with the question of 
whether the former proceeds had 
been used in the manner set out in 
the previous prospectus. 


Registration 

All persons and/or companies who 
are trading in securities in Ontario 
must be registered with the Com- 
mission; and all, with the exception of 
salesmen, must present financial state- 
ments reported on by an auditor ac- 
ceptable to the Commission, and who 
has performed sufficient work in con- 
nection therewith to enable him to 
express an opinion on the financial 
position of the company. 

The financial statements must com- 
ply with generally accepted account- 
ing principles as well as complying 
with the requirements of the Act and 
showing full, true and plain disclos- 
ure. They are analyzed by the 
branch with a view to establishing the 
registrant's financial ability to carry 
on the business for which he is ap- 
plying for registration. 

The classification of the registrant 
also has a bearing on the financial re- 
quirements. The various associations, 
such as the Toronto Stock Exchange, 
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Investment Dealers Association and 
Broker-Dealers Association, have es- 
tablished certain financial require- 
ments and these are used by the 
Commission as a “yardstick” when 
considering the registrant’s financial 
responsibility. 

The results of the examination of 
the financial statements of the regis- 
trant form part of the file maintain- 
ed on all registrants. The completed 
file is then used by the Commission as 
a basis in establishing the fitness of 
an applicant for registration. 


Enforcement 

Audits and audit investigations 
are conducted under the authority of 
sections 21, 23, or 36 of the Securities 
Act, R.S.O. 1950. Under sections 21 
or 23, the Commission may seize the 
records of any company to be exam- 
ined, whereas under section 36, the 
Commission may only examine the 
records of such company and/or per- 
son registered under the Act, or any 
person or company whose securities 
have been the subject of a filing with 
the Commission. 

Under sections 21 and 23, the au- 
dit investigation is for the purpose 
of proving or disproving the actions 
of any company and/or persons (a) 
who may have dealt in securities 
contrary to any section of the Act, 
(b) who may have misused the pro- 
ceeds which the company had re- 
ceived from the sales of its securi- 
ties, and (c) who through their deal- 
ings in securities may have contra- 
vened any section of any Act or code 
which resulted in injury to the public, 
or a member of the public. 

Under section 36, audits are con- 
ducted for fact finding purposes, such 
as those complaints which are re- 
ceived by the Commission but which 


do not appear to be of such a nature 
as to warrant a full-scale investiga- 
tion. Once the facts are established, 
the Commission is in a position to de- 
cide on the scope of any further in- 
vestigation that may be required. 


The audit and legal and investiga- 
tion sections are closely allied. Each 
reports to the Commission as such, 
and the decision is made, based on 
these reports, whether further work 
is required by either section. An 
audit may be conducted in complete 
detail so as to ensure that all the in- 
formation available has been obtain- 
ed, or to cover a specific phase or 
item, or for a specific purpose. 


With respect to companies and/or 
individuals, detailed audits are con- 
ducted to ensure compliance with the 
requirements of all statutes as cover- 
ed in the section “Registration” of 
the Act. Detailed audits are also ne- 
cessary at times under the authority 
of sections 21 or 23 where the Com- 
mission may suspect a company or 
person of having participated or aid- 
ed in a fraudulent matter in connec- 
tion with securities or otherwise. 
These items include fraud, conver- 
sion, market manipulation, and many 
others too numerous to name. 


The Commission has many sources 
of information including formal com- 
plaints which are made in affidavit 
form. All complaints are checked 
and, on the basis of this, the decision 
is made as to the extent of the audit 
or audit investigation required. There 
is no clearly defined line between au- 
dit and investigation; however, where 
a situation warrants, the services of 
any additional members of the staff 
required are enlisted. The success of 
of the Commission’s activities has 
been largely due to this “team work”. 


When audit investigation is being 
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conducted with a view to prosecution, 
the audit section (with the coopera- 
tion of the legal and investigation 
section ) will seize all documents that 
may be required as evidence, or pos- 
sibly to ensure that the records may 
not be altered or destroyed until all 
pertinent information has been ob- 
tained and the case disposed of, 
either under the authority of the 
Commission as a whole or through 
the courts. 

At times, infractions of a minor na- 
ture are noted during the course of 
an audit of a member of the Broker- 
Dealers Association, Investment Deal- 
ers Association or the Toronto Stock 
Exchange, in which case the Commis- 
sion may report the infractions to the 
association for disciplinary action 
and/or to be dealt with by them at 
their discretion. 


Additional protection for the pub- 
lic is provided by each association 
through the audits and financial re- 
ports that are required of its members 
periodically. Each association re- 
quires at least two reports a year on 
the financial position of each member, 
one report of which must be by the 
member's auditor. He, in turn, must 
be an independent public account- 
‘ant in a position to express an opinion 
of the member’s financial position. 

An auditor is appointed by each 
association to act on its behalf in 
analyzing all financial reports. He 
reports all deficiencies and _ infrac- 
tions to the board of governors of the 
association for any action, disciplin- 
ary or otherwise, they consider neces- 
sary. The audits themselves, which 
are conducted of the members’ books 
and records, are performed by a 
“panel” auditor. This “panel” auditor 
must be a qualified public account- 
ant and have demonstrated his abil- 
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ity as a public accountant. Under the 
by-laws of each association, however, 
the association auditor may, if dis- 
satisfied with the financial reports re- 
ceived, conduct an audit himself to 
establish the member's financial abil- 
ity. 

Section 36 of the Securities Act pro- 
vides the Commission with the au- 
thority to make an examination of the 
financial affairs of any person or com- 
pany registered under this Act. While 
the supervision of members of the 
various associations is handled largely 
by the association itself, the Commis- 
sion also conducts surprise audits. 
These go beyond the realm of normal 
audit procedures and include the 
registrants’ methods and compliance 
with the requirements of the Act as 
well as their financial ability to meet 
their commitments. 


Registrants who are not members 
of one of the groups of organized 
security dealers are periodically au- 
dited by the staff of the Commission 
on a surprise basis. These regis- 
trants are in the minority and, be- 
cause of this, their supervision is not 
difficult to cope with. The capital 
requirements of these non-member 
registrants are the same as those ap- 
plicable to the association members 
holding the same classification. Dis- 
ciplinary action respecting these 
registrants is, however, different from 
that applied by the association, as 
the Securities Act does not provide 
for fines or penalties of a similar na- 
ture, with the result that the Commis- 
sion only has recourse to— 

(a) Severe warning, 

(b) Suspension of the registration, 

(c) Cancellation of the registra- 

tion. 
Non-members are also required to 
include an audited financial state- 
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ment annually with their application 
for the renewal of their registration. 


LEGAL AND INVESTIGATION 
SECTION 

The work of this section differs ma- 
terially from that of the other sec- 
tions, as its problems are varied and 
are couched in general terms as com- 
pared with the duties of the others. 
Nevertheless, the registrar and 
chief auditor must always be on the 
alert to detect devices used to defeat 
the true purpose of the statutory re- 
quirements. 

Statements have been made to the 
effect that “you can’t have a crooked 
deal without a crooked dealer” and, 
conversely, “you can’t have a crooked 
dealer without a crooked deal.” 
Neither theory should be subscribed 
to necessarily; nor is it the basis of 
Canadian securities legislation. 

The work of the legal and investi- 
gation section of the Commission falls 
under two main headings: 

1. Investigations involving the activi- 
ties of persons, or companies, reg- 
istered to trade in securities and 
consequent disciplinary action. 
Investigations directed to the ac- 
tivities of non-registrants whether 
they are suspected of merely trad- 
ing illegally in violation of the 
Act, or whether they are suspected 
of offending against the laws of 
general application. 

The first heading can be dealt with 
briefly, as the duties of the Commis- 
sion do not differ materially from 
those of any other regulatory body, 
however broad its powers may ap- 
pear to be. A duty is imposed, un- 
der the provisions of section 8, to 
suspend or cancel any registration 
when such action is deemed to be in 
the public interest. The broad pow- 
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ers are based, no doubt, on the prin- 
ciple that registration, a licence to 
trade in securities, is a privilege. The 
broad powers vested in a single Com- 
missioner are happily (from every- 
one’s point of view, including the 
Commissioner’s) offset by providing 
a right of appeal to the Commission 
as a whole, and a further right of ap- 
peal to a Justice of Appeal of the 
Supreme Court of Ontario. Follow- 
ing the introduction of more adequate 
legislation, disciplinary action involv- 
ing registrants reached an all-time 
peak: now it is comparatively rare. 
In this regard, tribute should be 
paid to the Broker-Dealers Associa- 
tion: its members, at one time, were 
the chief offenders. 

On the other hand, investigations 
involving non-registrants — fringe op- 
erators as they are often aptly de- 
scribed in the press — are a major 
consideration. If the number of these 
investigations has not actually in- 
creased in the past few years, the in- 
vestigations are much more compli- 
cated since the operations are often 
spread over several jurisdictions. 


The Commission may issue an in- 
vestigation order upon receipt of a 
complaint made under oath. In the 
absence of a sworn complaint, an 
order may only be issued by the At- 
torney-General, and sufficient evi- 
dence must be collected by the staff 
to warrant an order. The powers in- 
cidental to either type of order are 
wide: cash and securities may be 
frozen, search warrants obtained and 
witnesses examined under oath. 


If charges are recommended under 
the provisions of the Act following an 
investigation, they must first be ap- 
proved by the Attorney-General, and 
an exhaustive report is sent to the 
Attorney-General for his considera- 
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tion. These charges have been pro- 
secuted by members of the legal staff 
in recent years, with the result they 
have gained excellent experience in 
a specialized field. If charges are 
laid under the provisions of the 
Criminal Code they are prosecuted 
by the Crown Attorney, or a special 
Crown Prosecutor appointed for the 
purpose, assisted by the solicitor in 
charge of the investigation. 

An aggressive campaign has been 
waged, and is still being waged, 
against fringe operators. The results 
of prosecutions do not necessarily 
provide a complete picture. Our rec- 
ords contain the names of several 
fugitives from justice for whom war- 
rants have been issued; many others 
have disappeared. There is a free 
exchange of information between pro- 
vincial Commissions, so that each 
province may be on the alert for in- 
dividuals with unsatisfactory records 
in another jurisdiction. 


Lastly, the importance of educating 
the public should not be overlooked, 
particularly in considering a type of 
legislation which is comparatively 
new. “Blue Sky” laws, as they were 
first labelled, were not known on this 
continent prior to 1912. Manitoba 
was the first Canadian province to 
adopt them. Ontario first enacted 
securities legislation in 1928. Our 
present Act recognized the import- 
ance of educating the public as it pro- 
vides: “The Attorney-General may 
cause a report (that is a report fol- 
lowing an investigation) to be pub- 
lished in whole or in part.” 


During the general review of regis- 
trations, conducted under the provi- 
sions of the 1945 Act, the Attorney- 
General gave his permission to pub- 
lish all decisions issued by the Com- 
mission. Since then, permission has 


been granted to publish monthly bul- 
letins which include these decisions. 
The bulletin is made available to the 
press, brokers and dealers, and other 
Securities Commissions. 


Experience, however, has taught 
that, despite stressing of the perils 
and hazards of blind speculations, the 
public does not take full advantage of 
the statutory material provided for its 
protection. In fact, many do not 
know that they are entitled by law to 
receive this material, and that they 
have a right of recision if they make 
a purchase without the benefit of it. 


The point may be best demonstrat- 
ed by reference to engineers’ reports 
which must be included in the statu- 
tory material in the case of mining is- 
sues coming within the purview of 
the Act. The Commission can not 
condemn a property on the strength 
of a report, however hopeless the 
chances of its success may appear to 
be. It can, however, insist that the 
report comply with the provisions of 
the Act and also take steps to ensure 
that the report measures up to pro- 
fessional standards. This has been 
done by retaining the services of an 
expert. Despite the precautions tak- 
en, some mining issues have been 
widely distributed on the strength of 
reports which virtually condemn the 
property. They have condemned the 
property, not in language misleading 
to a layman, but in language that a 
person of average intelligence can- 
not fail to understand. In the result, 
it is evident that many purchases are 
made either without taking the 
trouble to consider the reports, or 
without knowing that the purchase is 
voidable if a report is not delivered. 
In this connection it should be noted 
that the onus of proving delivery is 
placed on the dealer. A purchaser, 
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in seeking to void a contract, is not 
faced with the difficult task of prov- 
ing a negative. 

In view of the type of operations 
currently being investigated, it would 
seem that the public does not take 
full advantage of its ordinary civil 
rights. The Commission cannot re- 
cover money lost or award damages. 
These are matters to be dealt with by 
the civil courts. The civil laws in 
Canada respecting misfeasance and 
nonfeasance, for instance on the part 
of officers and directors, have teeth 
in them. An aggressive attitude on 
the part of shareholders could do 
much towards discouraging individ- 
uals who have little, if any, respect 
for the rights of shareholders. 


Conclusions 

In conclusion, the type of legisla- 
tion now in force in four Canadian 
provinces has been put to a fair test. 
It differs in at least one material re- 
spect from the U.S. full disclosure 
federal laws inasmuch as the Cana- 
dian counterpart (as already indi- 
cated) makes provision for establish- 
ing an equitable balance between the 
profits flowing to promoters and other 
inside interests, and the public. This 
would appear to be an essential pro- 
vision in Canada, in view of the num- 
ber of mining issues being publicly 
financed when the assets are often 
merely potential. On the other hand, 
in the United States, new mining ven- 
tures appear to be a secondary con- 
sideration. In the case of industrial 
financing, the assets are tangible and, 
consequently, the principle of caveat 
emptor may be adopted free from 
the obvious disadvantages which 
would follow if the principle were 
applied unrestricted in the case of 
mining issues. 


Another important consideration in 
a jurisdiction which is engaged in ex- 
tensive and diversified public finan- 
cing is to recognize fully the rights 
of the organized groups which form 
the backbone of public financing. 
The Ontario Act does this. The 
first step, for instance, towards regis- 
tration is membership in one of these 
groups, which provides the founda- 
tion for the fullest cooperation. Rep- 
resentatives of these organized groups 
have an important voice, for example, 
in formulating policies which are 
necessary to ensure equitable fi- 
nancing and consistent administra- 
tion. These policies are not inflexible; 
they are yardsticks which may be 
subject to adjustment in special cir- 
cumstances. 

Much has been said, and is still 
being said, about government by 
Commission. As far as the Securities 
Commission is concerned, if a phase 
of government has been delegated to 
it, everything possible has been done 
to share the responsibilities with 
those who are primarily concerned 
with legislating sound and practical 
securities laws and administering 
those laws which govern their con- 
duct and that of their competitor. 
In brief, in Ontario, the principle of 
self-government in the securities field 
is an important factor. 

Speaking in the broadest terms, the 
purpose of securities legislation is to 
regulate trading in securities and the 
conduct of those licensed to trade. 
The public is prone to blame brokers 
and dealers for market reverses over 
which they have no control. The 
prices of commodities, for example, 
which represent the value behind 
speculations and investments, fluctu- 
ate with various economic trends 
and, naturally, have a corresponding 
effect on the market value of secur- 
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ities. In this regard, a dealer who 
underwrites an issue may run a 
greater risk than the public. The 
major current problem is no longer 
directly related to trading. On the 
contrary, the chief concern of the 
Commission and of all responsible 
brokers and dealers is the improper 
expenditure of corporate funds after 
new interests have gained control. 
This again is a matter a registered 
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trader cannot anticipate or control. 
However, despite current adverse 
market conditions and new problems, 
a degree of stability has been demon- 
strated in marked contrast to the 1929 
market crash when civil actions and 
criminal charges were the order of 
the day, and the loss to the public 
following default on the part of for- 
mer brokers and dealers was meas- 
ured in millions. 


THE HUMANITIES AND THE INNER LIFE 


We are constantly being told, and there is no reason to doubt it, that our 
society is moving toward an era of ever greater leisure. It may be a little 
ironical to talk about this in a time of recession, but I am thinking more of 
the long-range implications of automation. Leisure is not a pure good; it 
can, in our society, become a most painful burden. One of the unhappy 
results of increased leisure is that our minds may be increasingly subjected 
to the monotonous, repetitive and soul-destroying impressions of the mass 
media, and that this may induce a particularly dull and constricting kind of 
conformity. The only armour against this is a well stocked and creative mind 
capable of drawing satisfactions from within. Coleridge anticipated our 
modern predicament: 

“I may not hope from outward forms to win 
The passion and the life, whose fountains are within.” 

‘Now it is the humanities that supply much of the passion and the life of 
those inner fountains. It is the characteristic of the humanities that their 
study and enjoyment begins and end in the privacy of the individual mind. 
Great books can, of course, be read and enjoyed cooperatively in groups; 
and indeed without the help and stimulus of our teachers and our peers, 
some books would forever remain closed to us. But the ultimate satisfactions 
belong to the individual life. Never, I suppose, in the history of the human 
race was it more crucial to preserve an inner life, if only because of the 
threat of its extinction under the pressure of mass stimuli. 

“It is easy in the world to live after the world’s opinion”, wrote Emerson, 
“it is easy in solitude to live after our own; but the great man is he who 
in the midst of the crowd keeps with perfect sweetness the independence 
of solitude.” 


—Dr. C. T. Bissell, president-elect of the University 
of Toronto, in an address to the 1958 Mid-winter 
Council Meeting of the Canadian Bar Association. 





How and When to Present 
an Income Tax Appeal 


DOUGLAS J. McCLELLAN 


THe HIGH tax burden of today is due 
to the two world wars in our time and 
to the cost of preventing a third war. 
With the government taking a size- 
able “bite” out of each dollar of pro- 
fits, it is essential that taxes be ap- 
plied fairly to everyone, great or 
small. 

Economists say that taxes on in- 
come and on inheritances are the 
fairest for all. In recent years, Can- 
ada has leaned proportionately more 
heavily on these taxes and less so on 
import duties, excise and sales taxes. 

In applying income tax to more 
than five million people, every effort 
is made to achieve uniformity. How- 
ever, some taxpayers may think that 
they have not received proper con- 
sideration or that their circumstances 
are unusual. Hence provision is made 
for them to appeal and have their 
case reviewed by someone independ- 
ent of the original taxing officers. 

The principle of appeal has long 
been recognized by courts in Canada, 
and, for much longer times, by courts 
in Britain. Usually it is a highly 
technical procedure, not of interest 
to the business world, except to law- 
yers and to the relatively few others 
involved. 

When the modern income tax struc- 


ture became part of the average Can- 
adian’s concern, it soon was apparent 
that there should be a simple, inex- 
pensive and not too formal procedure 
of appeal, subject always to further 
appeal by either taxpayers or govern- 
ment through the courts. 


Past Appeal Procedures 

Prior to 1946, the taxpayer could 
appeal to the Minister, but if not 
satisfied with the decision, his only 
recourse was to the Exchequer Court. 
This necessitated his making a de- 
posit of $400 for court costs. Unless 
there was a sizeable amount of tax 
involved, he usually did not appeal 
but just made rumblings of dissatis- 
faction. In fact, one of the docu- 
ments used for appeals was known as 
a “notice of dissatisfaction”. 

A special committee of the Senate, 
investigating the workings of the tax- 
ing Acts in effect in 1945, recom- 
mended the formation of an Appeal 
Board to enable taxpayers to be heard 
in a court at less expense than was 
entailed in Exchequer Court appeals. 
This recommendation eventually re- 
sulted in the establishment of the 
Income Tax Appeal Board as it is 
known today. The Board serves ad- 
mirably as a court to which all may 
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apply and in which the little man is 
not burdened financially. In fact he 
may appear himself without any law- 
yer or adviser, although this is not 
recommended. 

Today the businessman must con- 
sider the tax effect of almost any 
transaction that he may enter into, 
particularly if it is outside the day-to- 
day routine of his business. For ad- 
vice he frequently turns to his audi- 
tor, often a chartered accountant, and 
hence the chartered accountant has 
been drawn more and more into tax 
practice. While many accountants 
have had years of experience in deal- 
ing with the Taxation Division in 
various capacities, others look upon 
the possibility of a tax appeal with 
puzzlement, if they have not had one 


before. 


Present Procedure 

The Canadian taxpayer who does 
not believe he has been properly 
taxed is now advised on the assess- 
ment notice itself to contact his dis- 
trict tax office and discuss the matter. 
In this way many misunderstandings 
are cleared up to the satisfaction of 
both sides. 

Where the taxpayer is still not satis- 
fied, he can mail a form called “No- 
tice of Objection” to the office of the 
Deputy Minister in Ottawa. The 
form is simple enough that a person 
whose only income is salary or wages 
can prepare it without professional 
aid, and there is no fee payable to 
the Department. However, busi- 
nesses and corporations often ask 
their lawyer or accountant to assist in 
its preparation. The form must in- 
clude, or be accompanied by, a full 
statement of the facts and the reasons 
for the objection. It is not enough to 
state that the taxpayer does not agree 
or that the tax is too much. 
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The appeal is first dealt with in the 
district office. In each office there is 
at least one “appeals officer”, whose 
duty it is to make an independent re- 
view of each case. These men (or 
sometimes women) are experienced 
assessors, who are apart from the 
usual assessing groups and who bring 
a high degree of objectivity to their 
study of appeals. Often the appeals 
officer will meet the taxpayer or his 
representative, and a substantial per- 
centage of cases are settled at this 
level. The taxpayer may be able to 
substantiate some claim he has made 
or may be brought to realize that he 
has clearly misunderstood the law on 
the point in dispute. 

If the appeals officer in the district 
cannot conclude the case, or if he 
wishes to submit it to head office, he 
makes a report to the director of ap- 
peals in Ottawa. The case is then 
given a fresh review by a special staff 
who are completely independent of 
the Assessments Branch. Three 
courses are possible: (1) the appeal 
may be allowed, (2) there may be 
some compromise warranted which 
will be acceptable to both sides, (3) 
it may be necessary to recommend 
confirmation by the Minister (actual- 
ly the Deputy Minister or his assist- 
ant signs for the Minister). In 
the last course, the appeal is first re- 
viewed by a senior solicitor to make 
certain that the law has been correct- 
ly interpreted, as far as can be seen, 
before confirmation is made. 


Should the assessment be confirm- 
ed or reassessed under section 58(3) 
of the Income Tax Act, the taxpayer 
is advised of his right to appeal fur- 
ther, and he is sent a copy of the rules 
of procedure of the Income Tax Ap- 
peal Board, to whom he can appeal 
within 90 days. 





HOW AND WHEN TO PRESENT AN INCOME TAX APPEAL 


Role of the Courts 

The Income Tax Appeal Board is 
a court, not an informal group like 
the Board of Referees under the Ex- 
cess Profits Tax Act. One or more 
members hold hearings in the larger 
cities from time to time. For example, 
there might be two sittings a year in 
Calgary and six in Montreal. The 
only fee is $15, and if the taxpayer 
wins anything at all, he gets the fee 
back. He can appear without a law- 
yer or accountant, but unless the mat- 
ter is very simple, he is well advised 
to have professional help. 


The taxpayer can also appeal to 
the Board after 180 days have elapsed 
from the time he filed his notice of 
objection in cases where he has not 
yet received a notification from the 
Minister. However, there is really no 
advantage in doing this, as in any 
case he has 90 days to go to the 
Board from the date of the Minister's 
decision. 

Relatively few cases are appealed 
beyond the Board, either by the tax- 
payer or by the Crown. The next 
appeal, to the Exchequer Court, must 
never be attempted without the as- 
sistance of a lawyer, as the unaided 
taxpayer will invariably find himself 
badly over his depth. This court sits 
in most of the larger cities across the 
country, including those in which 
there is a district office of the De- 
partment. The trial is before a single 
judge, without provision for a jury. 

While an appeal from the Minister 
can be made directly to the Ex- 
chequer Court, jumping the Appeal 
Board, this action is comparatively 
uncommon and is usually taken only 
where the amount of tax involved is 
large. 

Succession duty appeals, up to the 
present, can be made from the Min- 
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ister’s decision only to the Exchequer 
Court, there being no provision for 
appeals to the Income Tax Appeal 
Board. There is a bill for a new 
“Estates Tax” about to be considered 
by Parliament, which, in its present 
form, states that an appeal from a 
decision of the Minister may be made 
to either the Income Tax Appeal 
Board or to the Exchequer Court, as 
in the case of an income tax appeal. 

Although a case in which the tax 
amounts to $500 or more can be ap- 
pealed to the Supreme Court of Can- 
ada, this step is quite rare and is too 
expensive unless a substantial amount 
of tax is involved. 

Until recent years it was possible to 
appeal from a decision of the Su- 
preme Court, in certain cases, to the 
Privy Council in England. However, 
appeals filed since 1949 cannot go 
beyond the Supreme Court. 


The Small Man Counts 

In a recent typical year, there were 
nearly 5,000 notices of objection filed 
by Canadian taxpayers. These in- 
cluded very small amounts in Tl 
short returns and very large amounts 
in corporate or individual returns. 
About half were settled at the district 
level. 

Everv effort is made to assist the 
small individual, particularly those 
who do not seem able to employ pro- 
fessional advisers. As the assessors 
who review the appeal are probably, 
on the average, more experienced 
than those who did the original as- 
sessment, the taxpayer should come 
to appeal with “clean hands”. The 
appeal officers are on the watch for 
sharp practices, and it is not advis- 
able to appeal just to try to reduce 
the tax without legitimate grounds. 

As about 98% of the five million re- 
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turns received in a year are from in- 
dividuals, any point that is contro- 
versial or obscure can be a potential 
producer of quite a volume of ap- 
peals, especially if the point should 
receive publicity in the spring of the 
year. 

In 1956 the Income Tax Appeal 
Board ruled in favour of a taxpayer 
who claimed the $400 exemption for 
a child born in Canada during the 
taxation year. As the filing date 
for Tl and T1 short returns was ap- 
proaching in a few months and as this 
case had received considerable pub- 
licity, the Department was faced with 
a problem. The best legal advice 
available was of the opinion that a 
higher court would support the De- 
partment, but there might be a flood 
of appeals from 1956 assessments 
which would have to be made in 
March to June 1957 unless the point 
was settled one way or the other. 
By arrangement with the taxpayer 
concemed, the case was heard by the 
Excehquer Court, and a decision 
reached before filing date of 1956 
returns. The decision was in favour 
of the Department. Suppose it had 
been for the taxpayer! There could 
have been thousands of appeals, had 
the Crown considered it necessary to 
appeal to the Supreme Court of Can- 
ada. 


There are a number of chartered 
accountants on appeal work in vari- 
ous offices of the Taxation Division 
across the country and in head of- 
fice. These men are keenly interested 
in the endless variety of problems 
with which they are faced from day 
to day. The diversity is much greater 
than they would find in practice, al- 
though some of the problems tend to 
be regional. For instance, Halifax 


would not likely have any cases con- 


cerning the oil industry, nor would 
Regina be concerned with ocean ship- 
ping companies. 

Efforts are being made constantly 
to effect economies and to improve 
the efficiency of the appeals organi- 
zation. While certain routines can 
be followed, much of the work has 
to be done on an individual case 
basis. 

A high standard of service to the 
public is desirable, particularly in 
dealing with controversial matters 
like appeals. An amount of $100 can 
mean as much to a man of modest 
means as a vastly larger figure means 
to a substantial business. 


The Lawyer-Accountant Team 
Although no statistics are kept on 
the point, it is probable that more 
appeals at the “notice of objection” 
level are handled by chartered and 
other practising accountants than by 
lawyers. It is difficult to draw the 
line between what work a chartered 
accountant should do and when he 
should advise his client to consult a 


lawyer. 

A chartered accountant usually has 
a better grasp of a tax problem 
which involves the determination of 
income or an accounting calculation 
such as depreciation or a net worth 
type of assessment. When a study of 
reported cases seems necessary or the 
taxing Act must be interpreted, the 
accountant is well advised to seek 
legal advice. Often the client is given 
the best service if the lawyer and the 
accountant work closely together, par- 
ticularly in a large or involved case. 
It is a rare man who has a superior 
knowledge of both accountancy and 
law. When an appeal gets into court, 
including the Income Tax Appeal 
Board, the client should be represent- 
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ed by a lawyer in court, but in many 
cases the accountant can be of in- 
valuable assistance. The Taxation 
Division often uses the lawyer-ac- 
countant team in certain types of 
cases. 


Quality Control 

Chartered accountants in contact 
with modern business management 
practices are familiar with the term 
“quality control”, which is applied to 
tangible things, such as manufactured 
articles. In the administration of tax- 
ation appeals, quality control is a 
serious problem. There is a fairly 
decentralized organization with 29 
branch offices, which deals with 
intangibles, such as ideas, opinions, 
interpretations and human judgment, 
yet endeavours to attain uniformity 
in handling appeals from coast to 
coast. To some extent this can be 
done by written instructions, but it is 
impossible to foresee and to provide 


for all situations. The most contro- 
versial cases, including those which 
may eventually go to the courts, are 
referred by the district appeals offi- 
cers to head office, where centraliza- 
tion facilitates uniformity of treat- 
ment. A system of reporting, together 
with some visiting of the districts by 
head office appeals personnel, samp- 
ling of files and personal discussions, 
further aids in maintaining compar- 
able treatment of cases in the various 
districts. 


A Word of Caution 

If a taxpayer seems to have been 
assessed incorrectly he has recourse to 
an appeal as his right. But he is ill- 
advised to appeal in an attempt to 
defer payment of taxes that should be 
paid or to reduce taxes that are 
rightly due. He cannot hope to suc- 
ceed at the expense of others who are 
willing to accept their fair share of 
the tax burden. 


INTERNAL AUDITING AND MANAGEMENT 


Probably the most widely accepted reason in the minds of top manage- 
ment in the majority of companies for the existence of an internal audit 
division is for verification, the assurance that the figures presented to them 
on financial and operating statements are reasonably correct and that there 
are no material irregularities in the accounts. However, while verification is 
necessary and is a primary reason for the existence of an audit division, 
organizations which limit their audit staffs to this function alone are certainly 
not deriving the full benefits which may be had from their staffs. It is the 
suggestions for improvement developed by the auditors while engaged in 
their verification work which permit us to sell management the principle that 
an audit division can be a definite and positive factor in the search for 
improvement, rather than merely of negative benefit by attesting to the cor- 


rectness of figures. 
— From “The Internal Auditor — An American Viewpoint” 
by W. A. Walker, a paper delivered to the Seventh Inter- 
national Congress of Accountants, Amsterdam, Sept. 1957. 





The Small Client and 
Unaudited Statements 


E.S. MACTIER 


THE CHARTERED ACCOUNTANT often 
renders a very important service to 
the small client by assisting in the 
preparation of internal operating 
statements and unaudited financial 
statements which may be used for a 
variety of purposes. His assistance 
often enables the smali client to make 
important, intelligent management 
decisions which would otherwise re- 
quire specialized training not possess- 
ed by the majority of men engaged 
in small business. His advice may 
involve the entire area of manage- 
ment decisions in the day-to-day op- 
erations of a business, the forward 
outlook and simple scientific plan- 
ning. But his preparation of, or as- 
sociation with, unaudited financial 
statements tends to create the greatest 
area of misundersanding between 
himself, his client and third parties. 


Who Is a Small Client? 

Small clients may be engaged in 
business under one of several forms, 
including a sole proprietorship, part- 
nership, limited private company, or 
small non-profit organization such as 
a club, religious or charitable group. 
Under any legal classification, small 
clients engaged in trade or business 
for profit usually have several com- 
mon characteristics, such as: 


1. Management is hardly discernible 
from ownership. 

2. The fixed capital of the business 
is generally contributed by one 
individual or a small group of per- 
sons. 

3. The activities of the business are 
often restricted to a local area. 

4. The relative size of the business 
within the industry is usually 
small. 


The nature of the small client's 
business is only moderately restrict- 
ive. For example, it might be as a 
retailer or wholesaler, a commission 
agent or professional firm. Or it could 
be as a manufacturer of almost any 
product or article, providing it satis- 
fies certain of the above character- 
istics. 

The small client who for one rea- 
son or another operates under the 
legal status of a limited private com- 
pany must submit to a statutory audit 
at the end of its fiscal year. However, 
depending on the size and qualifica- 
tions of the client’s accounting staff, 
often the auditor will actually pre- 
pare the client’s financial statements 
in the course of his examination ac- 
cording to generally accepted audit- 
ing standards. 
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THE SMALL CLIENT AND UNAUDITED STATEMENTS 


Although there is no statutory re- 
quirement that an unincorporated 
business must have an annual audit, 
on numerous occasions the proprietor, 
partners, or non-profit group will re- 
quest that an audit be undertaken, 
usually without placing any restric- 
tions on the auditor in the conduct or 
scope of his examination. 


Unaudited Statements 


The small client, whether incor- 
porated or not, may also rely on the 
public accountant to assist in the 
preparation of internal financial state- 
ments for management and other pur- 
poses. The statements will often be 
drawn up from the books of the con- 
cern with little or no examination of 
the books and records themselves 
and, therefore, without any verifica- 
tion of the assets and liabilities. Ob- 
viously, then, if an examination is not 
sufficient in scope, the accountant will 
be unable to express an opinion on 
the financial statements. 

It should be clearly understood, 
however, that unaudited statements 
are not limited to interim statements 
but may include annual statements 
where no statutory audit is required. 

Since the preparation of financial 
statements without audit obviously 
antedates the development of the pro- 
fession of public accounting and the 
concept of the external auditor, why 
should unaudited statements be the 
subject of an accounting and auditing 
research bulletin in 1957? Perhaps 
the answer lies in the development of 
two opposite trends, both of which 
have had the effect of increasing the 
number of statements prepared with- 
out audit and with which the profes- 
sional accountant is associated, di- 
rectly or indirectly. 

One trend results from the con- 
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tinuous development of auditing tech- 
niques, the standardization of audit- 
ing practices and procedures within 
the profession and also the gradual 
realization that the auditor has a re- 
sponsibility to third parties in the 
preparation of unaudited statements. 
It is not always possible or neces- 
sary for the auditor to prepare interim 
financial statements for a small client 
and also conduct an audit. It is un- 
reasonable to expect the practising 
accountant to express unqualified 
opinions on all statements which he 
is required to prepare for interim 
purposes. 

The second trend results from the 
increased competitive position in 
which the small client in industry 
finds himself today. He needs finan- 
cial statements on which to base his 
management decisions, and for the 
most part it is not necessary that 
these be audited. Thus he is more 
than satisfied to use the public ac- 
countant’s services to prepare finan- 
cial information at relatively mod- 
erate cost especially when he does not 
have a qualified accountant on his 
staff. 

It might be well to make specific 
reference to annual statements with- 
out audit. All too often the auditor 
fails to explain the advantages to be 
gained from an audit particularly 
when the client is not aware of the 
services which the auditor is in a 
position to render. This point is clear- 
ly stated in C.I.C.A. Research Bulletin 
No. 13. 


Financial Advice 

The small client often employs the 
public accountant more as his con- 
fidential financial adviser than as an 
auditor. Sometimes this relationship 
is akin to the position of the chief 
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financial officer or even a director in 
a larger company. Some clients may 
consider the advice obtained in this 
manner more important than an audit 
of the accounts of the business. As- 
sistance in the preparation of unaudit- 
ed financial statements and the inter- 
pretation of these statements to the 
client may suffice to give him all the 
financial information he requires in 
the conduct of his business. The com- 
bined cost to the client of all these 
services is probably less than if the 
public accountant had carried out an 
audit. 

When the public accountant is 
asked to prepare financial statements 
from the books of account, the client 
may be under the impression that, to 
some extent, the accountant will also 
verify certain assets and liabilities in 
the course of his work. This im- 
pression usually stems from a lack of 
appreciation by the client of what 
an audit represents. For this reason it 
is extremely important that the ac- 
countant makes it very clear before 
he commences his work that the en- 
gagement does not constitute an 
audit. These engagements often have 
a semblance of informality about 
them which is not possible under a 
“statutory appointment made by the 
shareholders of a limited company. 
The accountant should be careful to 
confirm the terms in writing so that 
there can be no misunderstanding. He 
thus establishes that the engagement 
requires the preparation of financial 
statements without examination suffi- 
cient in scope to enable the account- 
ant to express an opinion. 


Statements of Opinion 

Depending upon the purpose and 
instructions of the client, the auditor 
will undoubtedly vary the extent of 


his examination. But even where the 
scope of his examination is not lim- 
ited, he may not be able to express 
an unqualified opinion on the finan- 
cial statements for an almost infinite 
number of reasons. In reporting on 
any special engagement, the public 
accountant may adopt one of several 
courses of action: (a) he may express 
a qualified opinion, (b) he may give 
no expression of opinion but a re- 
port stating the extent of the examina- 
tion made and the reasons why no 
opinion is forthcoming, and (c) he 
may make a statement to the effect 
that no audit has ‘been carried out. 
In addition, many accountants pre- 
pare financial statements on plain 
paper rather than printed stationery, 
without submitting comments on the 
statements or attaching a disclaimer. 


It is important to make a clear dis- 
tinction between the reliance war- 
ranted by audited statements on the 
one hand and the provisional nature 
of unaudited statements on the other, 
in order to prevent misunderstandings 
between the accountant, the client 
and third parties. This can only be 
accomplished if the public account- 
ant clearly indicates in writing the 
scope of his examination, if any, and 
the degree of responsibility he is 
* -king. 

Bulletin No. 13 sets out procedures 
to follow when a practising member 
associates himself with unaudited 
statements. Each principal statement 
should be accompanied by a dis- 
claimer stating that the statements 
have been prepared without audit. 
If other comments are submitted, a 
definite denial of opinion should be 
included. The bulletin also suggests 
that the accountant should not use 
the words “auditor” or “report” in his 
comments, as these are normally as- 
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sociated with the expression of an 
opinion. 

It must be a question of individual 
judgment whether the accountant es- 
tablishes an association with unaudit- 
ed statements. When he prepares 
such statements himself, there can be 
no question that he associates him- 
self with them. If he does not accom- 
pany the statements with a disclaim- 
er, it is not clear what measure of re- 
sponsibility he intends to assume. 


Review of Financial Statements 


In the accountant’s capacity as 
financial adviser to his client, he may 
not actually prepare statements but 
may review them and interpret them 
to the client. Under these circum- 
stances, the accountant’s comments on 
the statements may be verbal and in- 
formal. He is acting in the capa- 
city of a business consultant and 
should only be responsible to his 
client for the quality of the advice 
which he gives in that regard. 


However, it may be said that the 
accountant cannot give his client 
sound business advice based on finan- 
cial statements with which he is not 
familiar. Therefore, he should have 
knowledge of the accounting prin- 
ciples used in their preparation. If 
he makes a limited examination of 
the books and records, he must again 
be careful not to create the impres- 
sion that he has made an audit. 

More often, misunderstandings 
arise where the scope of the account- 
ant’s examination has been limited 
in certain respects by the client, or 
the auditor himself has been unable 
to carry out sufficient work to form 
an opinion. If the accountant is un- 
able to carry out a full scale audit, the 
client may request him to state what 
work has been done. THe actual work 


performed may be set forth in a letter 
to the client and each statement sub- 
mitted accompanied by a simple dis- 
claimer to the effect that it had been 
prepared without audit. If the work 
done is itemized in the comments 
accompanying the statements, the ac- 
countant must not give the impres- 
sion that the comments are an ex- 
pression of opinion on the statements. 
Although the details of work done 
may be stated in the accountant’s 
comments for a particular reason, it is 
more important to mention audit pro- 
cedures which have been omitted in 
order to point out the limitations of 
the examination. In addition, a 
definite denial of opinion should be 
included. 


Use of Plain Stationery 


When the scope of the examination 
has been so limited as to preclude the 
expression of opinion, it has been the 
practice of some members to issue un- 
audited financial statements on paper 
on which the accountant’s name does 
not appear. In such cases, many pub- 
lic accountants have not considered it 
necessary to attach a disclaimer or 
denial of opinion. The sole purpose 
in the selection of plain stationery 
has been to prevent identification 
with such statements and thus re- 
lieve the accountant of responsibility 
for them. Some accountants feel that 
so long as there is an understanding 
between themselves and their clients, 
preferably with the nature of the en- 
gagement being confirmed in writing, 
they cannot be expected to ac- 
cept any responsibility for statements 
prepared on plain paper without 
audit. It is also argued that state- 
ments should be submitted on plain 
paper where the accountant, in giving 
the reasons for the denial of opinion 
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in his report, found that his report 
was too bulky to be practical. 


Responsibility to Client and Others 


However, when statements are sub- 
mitted on plain paper without a dis- 
claimer, the accountant has no way of 
protecting himself against misrepre- 
sentation by the client towards third 
parties. On enquiry, he must acknowl- 
edge responsibility appropriate to his 
professional contribution in the pre- 
paration of the statements. Any in- 
accuracies in the comments of the 
client in discussions with third parties 
can only be embarrassing to the mem- 
ber and damaging to his reputation. 
The Research Committee of the Can- 
adian Institute is emphatic in its re- 
commendations governing the choice 
of stationery and the relative respon- 
sibility of the public accountant in 
the circumstances. Its views are that 
the use of plain stationery in no way 
absolves the accountant from any re- 
sponsibility that he might otherwise 
have in the circumstances. 

The professional standards which 
have been adopted in this regard are 
more restrictive than the law requires 
since it is doubtful if the accountant 
could be held responsible to third 
~parties for financial statements with 
which he was not identified and on 
which he prepared no report. Pre- 
sumably, he could only be held ac- 
countable to his client for work which 
he acknowledged having performed. 
Thus, even where a complete dis- 
claimer is issued, including a definite 
denial of opinion, the member as- 
sumes responsibility for the work he 
has done in accordance with his un- 
derstanding with the client. As al- 


ready indicated, where the auditor is 
unable to complete his examination in 
accordance with his terms of refer- 
ence. he should state in his report his 
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reasons for not doing so. If he is 
aware that the unaudited statements 
are to be used by a third party, he 
should be permitted to report direct- 
ly to the third party on the work 
carried out by him. 


Professional Integrity 

A most important asset of the reput- 
able public accountant is his profes- 
sional integrity. It is a fundamental 
principle in the conduct of a success- 
ful practice. Extreme care should be 
taken to ensure that through his as- 
sociation with unaudited statements 
he does not identify himself with 
financial statements which he suspects 
are not true. He should decline the 
engagement unless he is permitted to 
extend the scope of his examination 
and thereby remove his suspicions. 

Where a statutory audit is required 
under the governing Act of the in- 
corporated business, the public ac- 
countant should decline to accept an 
engagement limiting the scope of his 
examination to the preparation of un- 
audited statements. In all such ap- 
pointments, the terms of reference 
should not preclude the expression of 
opinion by the auditor on the finan- 
cial statements. 


Current Practice of Members 


Although a large majority of mem- 
bers had already adopted standards 
covering their association with un- 
audited statements equal to those 
recommended to all practising mem- 
bers in the issue of Bulletin No. 18, 
there was probably less consistency 
amongst members in practice in the 
extent of identification and form of 
disclaimers used with unaudited state- 
ments than in other existing standards 
of auditing procedures. 

In recent practice, the use of plain 
paper witho8t identification or dis- 
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claimer by the accountant has been 
quite prevalent in the preparation of 
unaudited statements. Usually such 
statements are intended only for the 
use of the client but are prepared on 
plain paper because no visual identi- 
fication could be made from the state- 
ments themselves by third parties. In 
such circumstances, obviously the ac- 
countant has considered the legal ob- 
ligations to be the major considera- 
tion, but it is to be hoped that this 
policy will be discarded by members 
in the future. 


Contemporary Practice in U.S.A. 

The recommendations in Bulletin 
No. 18 are very similar, with one ex- 
ception, to those of the American In- 
stitute on “Reports of Independent 
Certified Public Accountants When 
Opinion is Omitted” as stated in the 
“Codification of Statements on Audit- 
ing Procedures” published in 1951. 
The American recommendations deal 
only with statements prepared on the 
practising member's stationery. Ap- 
parently, this committee did not feel 
it appropriate to comment on the use 
of plain paper for the use of the 
client and the degree of responsibility 
which he assumes in these circum- 
stances. In all probability the prac- 
tice of preparing financial statements 
for a client on plain paper is not 
widespread amongst the American 
C.P.A.’s. 


Public Understanding of 
Unaudited Statements 

If the recommendations made in 
Bulletin No. 13 are followed by ac- 
countants and auditors, misunder- 
standings will be avoided, particular- 
ly with third parties. He who adopts 
the recommended procedures can do 
no more to establish the precise extent 
of his association with the statements 


in question. He has clarified his posi- 
tion to all those who may be basing 
their own business decisions regard- 
ing the client on the contents of the 
unaudited financial statements. At 
this point, he is entitled to rely on 
the old axiom which jurisprudence 
has established “Let the buyer be- 


»> 


ware . 


The public at large, including 
shareholders and prospective invest- 
ors in public companies, bankers and 
trade creditors, are generally accus- 
tomed to receiving financial state- 
ments on which the auditor has ex- 
pressed an unqualified opinion. Be- 
cause of the almost routine consisten- 
cy with which these reports appear, 
there seems to be a certain lack of 
appreciation of the importance of the 
auditor’s report. The significant fea- 
ture to many people is that the aud- 
itor’s signature appears at the end of 
his report, and this in itself is often 
taken to mean a stamp of approval 
of the financial statements in ques- 
tion. 

It is not unreasonable to expect 
then that third parties examining un- 
audited statements submitted on the 
public accountant’s stationery with a 
disclaimer and/or denial of opinion 
may place undue reliance on the 
statements. This may be particularly 
true when no statutory audit is re- 
quired, and the client is in the habit 
of turning over unaudited statements 
to a third party at regular intervals. 
Such persons may have no other way 
in which to assess their risk or estab- 
lish the accuracy of the figures. Bank- 
ers and income tax assessors are prob- 
ably the groups most affected by 
these conditions. If the accountant 
knows that the unaudited statements 
will be submitted to third parties 
with a substantial interest at stake 
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and also if the client is restricting the 
scope of the accountant’s examina- 
tion, the accountant must decide 
whether to refuse the engagement if 
he cannot convince the client of the 
need for an audit. Of course, the 
third party may insist on an audit or 
may have statutory authority to make 
his own examination, as is the case 
with the income tax assessor. 


Conclusion 

Some general principles which the 
public accountant should follow in 
his association with unaudited state- 
ments may be summed up as follows: 

1. He should explain to his client the 
advantages to be gained from an 
audit where he considers the cir- 
cumstances are appropriate and 
they permit him to perform an 
audit. 

2. He should confirm the terms of an 
engagement in writing, as he 
would in accepting an audit en- 
gagement, so that there can be no 
misunderstanding between the 
client and himself. 


8. He should always give a clear in- 
dication of the significance of his 
association with unaudited state- 
ments. This may be done in the 
form of a simple disclaimer to ac- 
company the statements and/or a 
denial of opinion when other com- 
ments are submitted. 

4. He would be well advised not to 
attempt to hide his association 
with unaudited statements by the 
use of plain stationery. 

5. He should be aware of certain re- 
sponsibilities to third parties if he 
is to maintain and enhance his 
professional reputation and not 
rely on any protection provided by 
the law. 

In all cases, it would seem desir- 
able that the public accountant take 
every opportunity to impress upon all 
those who may use unaudited state- 
ments the limitations of his associa- 
tion and, where possible, cite ap- 
propriate examples of comparisons in 
techniques and procedures between 
a limited examination and an exam- 
ination in order to permit the expres- 
sion of an unqualified opinion. 


oo 








Market Forecasting 





LOUIS J. SMITTEN 


THE DEGREE to which forecasting is 
viewed seriously by a company’s man- 
agement stands in direct relationship 
to the company’s attitude to profits. 
Ask any businessman how important 
profits are, and he will say that they 
are not merely important, but are 
vital to the existence of his company. 
Yet how many companies treat profits 
as something which, along with the 
cold turkey and plum pudding, are 
what is left over at the year end? 
How many companies deliberately 
and consciously plan for profits? 


The “leftover” type of management 
has been described as “management 
by hunch”, and the planner type as 
“management by objective’. Of 
course, this is a sweeping generaliza- 
tion; there are many shades of gray 
between black and white. However, 
it is fairly safe to assume that only 
those mature organizations which 
consciously plan their progress have 
much regard for market forecasting, 
no matter whether they are big or 
small. (Size is no barrier to the bene- 
fits which can be derived from mar- 
ket forecasting. In fact, employment 
of such services by forward-thinking 
management of a small organization 
is one of the surest guarantees for its 
growth into a larger organization. ) 
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Management by Objective 

It is necessary to define a little 
more specifically the terms “planning 
for profit”, and “management by ob- 
jective”. Mature, forward-thinking 
management calls for the balance of 
a number of factors. First of all, it 
must analyze its many responsibilities 
to stockholders, dealers, consumers 
and employees. At the same time as 
it makes profits for its stockholders, it 
must keep dealers supplied and con- 
tented with costs; provide consumers 
(the ultimate “boss” in terms of pub- 
lic opinion) with up-to-date, quality 
products; remunerate its employees 
adequately and provide opportunities 
for their personal growth. 

Having considered where its re- 
sponsibilities lie, the management 
must so marshal its resources as 
to guarantee (1) continuity of opera- 
tion and (2) advancement to profit 
and product improvement, product 
innovation and increased employment 
of a better kind. As Peter Drucker 
said, “Management’s first job is man- 
aging a business.” It will not be 
stampeded into maximizing profits to 
the detriment of long-range goals in 
research, capital expenditure and the 
maintenance of capable personnel. At 
the same time, it will not sabotage the 
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present by fixing a stare on the distant 
horizon and neglecting the many im- 
portant short-range considerations. 

By focussing on the areas where 
performance and results are vital to 
the health and continuity of an or- 
ganization, mature management can 
provide goals for all levels of the 
organization. Part of the objective 
system is the planning of profits for 
given periods of time, with long, med- 
ium and short-range objectives. 


This balance of responsibilities, or 
management of objectives, calls for 
effective tools, which must be 
handled positively and intelligently. 
One tool is market forecasting. 


What is a “Market” Forecast? 


There appears to be a variety of 
forecasts: “sales forecasting”, “trend 
and cycle forecasting (and analysis )”, 
“long-range forecasting”, “market 


forecasting”, to name a few. 


The market forecast, although it 
includes sales forecasting, is a much 
more comprehensive and complex op- 
eration than the latter. It bears the 
same relationship to it as “marketing” 
does to “sales”. The concept of mar- 
keting was visualized over 40 years 
ago by A. W. Shaw, then editor of 
Systems magazine. In 1916, he wrote 
a book called “An Approach to Busi- 
ness Problems”, from which the fol- 
lowing passage illustrates the market- 
ing concept: 

“Isolate any phase of business, 
strike into it anywhere and the in- 
variable essential element will be 
found to be the application of mo- 
tion to materials. This may be 
stated, if you will, as the simplest 
general concept to which all the 
activities of manufacturing, selling, 
finance and management can ulti- 


mately be reduced.” 
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Shaw saw marketing as the all- 
embracing function of moving the 
product to the consumer. The organ- 
ization integrates all its other func- 
tions around this major function. 


Peter Drucker, in “The Practice of 
Management”, says about marketing: 


“The new technology will de- 
mand the understanding of the 
principles of production and their 
constant application by all man- 
agers. It will require that the en- 
tire business be seen, understood 
and managed as an integrated pro- 
cess. Even if distribution of the 
product is carried on in physical 
separation from production and by 
a legally distinct and independent 
distributor, it will have to be con- 
sidered as an integral part of the 
process and the same applies to 
raw materials procurement, or to 
customer service.” 


The market forecast calls for a 
study and analysis of many factors, 
depending on the industry concerned. 
If it is made in terms of volume only, 
it is really just a reflection of the sales 
effort. The overall market forecast 
must determine the basic need for the 
product and whether or not there is a 
desire for the product on the part of 
the consumer. 


At what point are the need and 
desire influenced by price? Is it the 
type of desire that will be encouraged 
by a low price? What is the interplay 
between volume and price? Can the 
consumer substitute another product 
that is nearly as good but not neces- 
sarily identical (for example, the 
competition between detergents and 
soap)? Naturally a market forecast 
presupposes a certain amount of mar- 
ket research. 


At the beginning of each fiscal year, 
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MARKET FORECASTING 


today’s progressive firm forecasts its 
probable sales for the new business 
year. In so doing, it takes into ac- 
count its recent sales record, unfilled 
orders on hand, business conditions in 
general and within each of its terri- 
tories, and the outlook for the in- 
dustry. The sales forecast will in- 
dicate both the physical volume and 
dollar value of expected sales for 
each broad sales class. 


The company next determines its 
normal cost of producing the required 
sales volume in each classification. 
Using this schedule of normal costs 
and the forecast of dollar sales re- 
venue, it finally works out the total 
net profit to be secured and the profit 
to be contributed by each classifica- 
tion of product. 

In this way, the progressive firm 
has carefully set up a goal for 
achievement during its fiscal year. It 
will be very definitely striving to 
create a predetermined profit for it- 
self, rather than waiting until the end 
of the year to determine what may 
be incidentally left over as net profit. 

The broad plan of managerial con- 
trol should be predicated upon flex- 
ible budget control of operations, 
which is an integral part of standard 
cost procedure, and upon a projec- 
tion of profits based upon a marketing 
forecast. Such a forecast is not only 
vital to the establishment of a yard- 
stick for executive control, but is to- 
day considered to be indispensable 
for the sound management of the 
modern business enterprise. 

To start any place other than from 
a decision as to what products are to 
be made, together with a forecast of 
their sales, is to head not too merrily 
towards a stone wall. To shy away 
from making these forecasts because 
of the uncertainty of the future is to 
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shirk the responsibility of manage- 
ment. The more uncertain the future, 
the greater the necessity for a plan. 
Steering towards a goal, even though 
an arbitrary one, is more economical 
than drifting without aim or purpose. 


Sources of Information 

Gathering suitable data is the basis 
for all forecasting. In market fore- 
casting, as the above definition would 
imply, the most comprehensive data 
should be gathered. Some of the 
sources of information from which 
data for action might be compiled 
are: 


Company salesmen. Encourage them 
to make projections which may be 
communicated up the line to manage- 
ment for discussion. It is important 
to use the maximum number of 
sources, among which are lower 
echelon employees who have frequent 
and widespread contact with the pub- 
lic. 


Marketing Management. In market- 
ing-oriented organizations, advertis- 
ing and sales management frequently 
come together for meetings. Since 
advertising management is respon- 
sible for creating consumer desires 
and this desire is later stimulated into 
action by the sales force, the two 
groups will have a finger on the pulse 
of consumer trends and opinions, and, 
of course, competitor activity. 


Historical information. Most com- 
panies have available historical in- 
formation which can be analyzed to 
assist projections into the future. Man- 
agement seriously considering em- 
barking on market forecasting should 
take immediate steps to assemble 
such information, breaking it down 
into yearly, quarterly or other season- 
al averages, and in addition geo- 
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graphically, ethnically (highly im- 
portant in Canada) and productwise. 
Research organizations. “Knowledge 
is of two kinds”, said Dr. Johnson, 
“we know a subject ourselves or we 
know where we can find information 
upon it.” Consumer research organ- 
izations may be retained to provide 
highly valuable, confidential informa- 
tion regarding size of a particular 
market and relative shares, by com- 
pany, of that market. 


Trade organizations. Many industrial 
groups are represented by trade as- 
sociations which carry out research 
on behalf of the industry. 


Dominion Bureau of Statistics. This 
service is one of the finest in the 
world, and certainly one of the best 
bargains available to the forecaster. 
It enables him to gather data on 
imports of competitive products, sales 
and production figures for his in- 
dustry, etc. Properly interpreted, the 
D.B.S. service, covering regular mail- 
ings of data in pamphlet and leaflet 
form, is a literal mine of information. 


Estimates and Plans 

The data must now be brought to- 
gether in a basic forecast, from which 
profit plans can be worked out at a 
series of meetings between forecast- 
ing staff and top level management. 
The basic forecast serves as a yard- 
stick against which periodic checks 
can be made. When adopting a profit 
plan, it is desirable to decide at 
what particular dates in the future 
performance will be compared with 
what has been predicted (e.g. month- 
ly, quarterly, etc.). 


Communicating the Plan 

It is one thing for the experts to 
lay down a market forecast, and an- 
other to have it understood and used 


by all members of management, so 
that they in turn can feed the correct 
information down through the organ- 
ization in order to apply the prin- 
ciple of “motion to materials”. Two- 
way lines of communication are es- 
sential; it is as important to have 
them go upwards as it is downwards. 


Accurate communications help to 
coordinate management activities to- 
wards the achievement of its ob- 
jectives. The production department 
is interested in planning ahead. If 
production is to forecast accurately 
requirements of space, equipment 
and people, it must be told what 
volume of merchandise the company 
expects to sell. With this information 
it is possible for the plant to establish 
a manufacturing budget on its volume 
forecasts, taking into account produc- 
tion’s specialized knowledge of sea- 
sonal characteristics as they affect 
production and labour. 


The translation of the marketing 
forecast into a production schedule, 
and the ordering and expediting of 
raw materials into the plant in con- 
formance with this schedule, will re- 
sult in economies in the manufactur- 
ing division because of the opportun- 
ities to level the month-to-month rate 
of production, as well as to produce 
in longer runs per manufacturing 
quarter and to promote the coordina- 
tion of the various functions. A pro- 
duction schedule will also prevent the 
needless tie-up of excessive amounts 
of capital in inventories of either raw 
materials or finished goods. 

In order to protect against possible 
losses through poor forecasting of 
sales in a rapidly changing economy, 
the sales forecast, when used for pur- 
poses of pre-planning of production, 


usually covers a three-month period. 


Then, at the end of a month, the 


——— 


MARKET FORECASTING 


forecast can be revised by dropping 
one month, adjusting the remaining 
two months if necessary and adding 
an additional month. In this way, 
errors in forecasting are corrected be- 
fore they become costly. 


In turn the purchasing department 
can be made aware of raw material 
requirements and packaging material 
requirements. Marketing (sales and 
advertising ) can draw its plans in ac- 
cordance with approved market fore- 
casts. The personnel department will 
be able to anticipate the problems it 
may encounter due to higher or lower 
levels of activity within the company. 


Reviewing 

Periodic reviews, as stated above, 
are an essential part of the plan, as a 
means of checking actual company 
performance against the yardstick 
established at the beginning of the 
forecast period. 


It is desirable to make this review 
by function as well as by product to 
determine how accurate volume pro- 
jections were, and the effect of such 
deviations on the overall forecast. 
A review by function also allows for 
the examination of such factors as 
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pricing, costs, advertising expendi- 
tures, sales expenses, administrative 
expenses, research expenses. 

In reconciling differences, some in- 
teresting observations will be made 
which will be the most important 
single result of the forecast. If these 
differences are correctly interpreted, 
they can become tools of manage- 
ment. They become one of the most 
important means of improving a com- 
pany’s performance, because in effect 
they highlight the principle of “ex- 
ceptions”. 


Benefits 

The benefits of market forecasting 
are almost unlimited. It can be used 
not only to determine a_ possibility, 
i.e. where a business is going, but 
also to measure an accomplished fact, 
i.e. its progress as it proceeds. 

In conscious and deliberate man- 
agement by objectives, this constant 
procedure of forecasting, comparing 
results with the forecast, revising the 
forecast in the light of new informa- 
tion, is management’s most important 
tool. An educated guess is one which 
recognizes the possibility of error, and 
uses that error as the basis for further 
education. 


HOW TO ANNOY YOUR WIFE 
This past summer, one of the conservation officers of the Ontario De- 
partment of Lands and Forests seized a minnow net because the operator 
did not have a licence as required. The case was settled out of court. 
Imagine the officer’s surprise and amazement a few weeks later when he 
was asked by the net operator’s wife, “When is the Department going to 


release my dining-room curtains?” 


— Sylva, January-February 1958 











Accounting Research 


REFERENCE TO WorK DONE BY 
OTHER AUDITORS 


Gertrude Mulcahy, C.A. 


The auditor's report on consoli- 
dated financial statements often in- 
cludes a reference to work done by 
other auditors in connection with con- 
solidated subsidiary companies or 
branches. The commentary relating 
to table 56 of “Financial Reporting 
in Canada,” 2nd ed., 1957, brings out 
the fact that, in each of the years 
1953 and 1956 inclusive, approximate- 
ly one-quarter of the reports relating 
to financial statements prepared on a 
consolidated basis included references 
of this type. 

When an auditor introduces in- 
formation, explanations or limitations 
into his formal report, he should have 
a clear purpose in view and his re- 
port should be so worded as to con- 
vey this purpose. In the above men- 
tioned commentary, it was pointed 
out that, unfortunately, the references 
to work done by other auditors often 
left doubt as to their purpose. Be- 
cause of the wording used, and be- 
cause of the lack of a clear-cut 
qualification in the opinion para- 
graph, it was difficult and sometimes 
impossible to determine with any de- 
gree of accuracy what the auditor in- 
tended to convey. 


Two general practices were fol- 
lowed in the presentation of such 
references: 


1. Mention of the work of other 
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auditors in the scope paragraph or 
in a separate paragraph followed 
by a reference to the reports or 
audited financial statements in the 
opinion paragraph. 

2. Mention of the work of other 
auditors in the scope paragraph 
or in a separate paragraph with 
no mention thereof in the opinion 
paragraph. 

Some accountants are of the 
opinion that references to work done 
by other auditors should be inter- 
preted as indicating a limitation to 
the principal auditor’s acceptance of 
responsibility only if followed by a 
specific qualification in the opinion 
paragraph. In contrast, others have 
taken the stand that, whether or not 
the opinion is specifically qualified, 
the inclusion of such references in- 
dicates that the principal auditor is 
not prepared to take responsibility 
for the adequacy of information taken 
from the accounts of the consolidated 
subsidiaries not audited by him, since 
that responsibility rests with the aud- 
itor of the subsidiary in each case. 
He should not be held responsible for 
any defects not apparent to him, not 
because he has any reason to doubt 
the authenticity of this information, 
but because he has not undertaken 
the work himself. 

Table 56 of “Financial Reporting in 
Canada”, 2nd ed., 1957, shows that 
48 reports in 1956 included a refer- 
ence to work done by other auditors. 
Three of these related to internal 
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REFERENCES IN SCOPE PARAGRAPH — 1956 REPORTS 
15 The audited financial statements and auditor’s reports thereon were (furnished/ 
made available/ submitted/ communicated). 
11 The audited financial statements and auditor’s report thereon were (accepted/ 
reviewed and accepted/ examined and accepted as correct/ accepted for in- 


clusion in the consolidated accounts). 


10 The accounts were examined (and reported on) by other (independent) auditors. 
5 The audited financial statements and auditor’s report thereon were (examined/ 


reviewed/ inspected). 
Miscellaneous 


3 
44 


auditors and have therefore been ex- 
cluded from this discussion because 
the opinion expressed by internal 
auditors is not an _ independent 
opinion and references thereto can- 
not be interpreted as indicating a 
limitation in the principal auditor’s 
acceptance of responsibility unless the 
report is qualified. One other refer- 
ence related to an unconsolidated 
subsidiary and is also excluded. Of 
the 44 reports presently under con- 
sideration, 28 included a reference in 
both scope and opinion paragraphs 
and 16 included a reference in the 
scope paragraph only or in a separate 
paragraph only. 

{In an endeavour to promote more 
uniformity in practice and clarity of 
expression, an attempt has been made 
in the ensuing portion of this article 
to bring to light some of the ambigu- 
ities and obscurities which presently 
exist, 


References in Scope Paragraph 

There appears to be considerable 
variation in the wording used by Can- 
adian accountants in referring to the 
work done by other auditors. The 
table above summarizes the broad 
general categories of wording appear- 
ing in the reports for 1956. 


The miscellaneous category in- 
cluded “We have referred to the 
statement of financial position and in- 
come statement of subsidiaries not 
examined by us, together with the 
reports of their auditors” and “Other 
independent auditors have certified 
the financial statements of the United 
States subsidiaries whose accounts 
were not examined by us and the 
financial statements of such subsidi- 
aries have been incorporated in the 
attached financial statements on the 
basis of the statements so certified.” 
In the remaining case, the consoli- 
dated statements were stated to in- 
clude the audited financial statements 
of one subsidiary not examined by 
the parent company’s auditor. 

A comparison of the expressions 
used in the four main categories of 
references raises a question as to 
the significance and intention inher- 
ent in the choice of words. Which, if 
any, could be properly interpreted as 
indicating that the parent company’s 
auditor is not prepared to accept the 
responsibility for the accounts of the 
subsidiaries not audited by him? 
Which, if any, are merely informa- 
tive disclosures, in no way affecting 
the auditor’s acceptance of full re- 
sponsibility for the consolidated finan- 
cial statements? 
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In order to secure an indication of 
how the various types of references 
might be interpreted by readers of the 
reports, the following examples of act- 
ual wordings were circulated for com- 
ment to four prominent chartered 
accountants, all partners of large 


firms: 


1. In the course of our examination, 
we have been furnished with 
audited financial statements of the 
subsidiary companies not exam- 
ined by us. 

2. We have accepted the financial 
statements of the wholly-owned 
subsidiary companies as reported 
on by the auditors of these com- 
panies. 


8. The accounts of .. . Ltd., included 
in the consolidated statements, 
were examined and reported upon 
by other independent auditors. 


4. We have also examined the aud- 
ited statements of the wholly- 
owned subsidiary company ... . 
Ltd. 


The members were asked specific- 
ally whether they felt that “there is 
a possibility of variation in intention 
inherent in the differences in the 
wordings” of the four examples. One 
member was of the opinion that the 
variations “do not indicate any inten- 
tion to convey different meanings or 
different shades of meanings and 
arise from the different preferences 
by various individuals or firms as to 
the exact words to be used to set 
forth certain information”. He did 
not feel that any of the wordings 
should be interpreted as implying a 
limitation of the parent company’s 
auditor’s acceptance of responsibility 
unless followed by a specific qualifica- 
tion in the opinion paragraph. 


In contrast, the other three mem- 








bers believed that the possibility of 
variations in intention and significance 
existed. However, as was pointed out, 
“Even if there is no variation in in- 
tention, there certainly is in the inter- 
pretations sensible readers might 
make of them, and that is the thing 
which counts if the wording is ob- 
scure’. 


All three felt that the words “we 
have accepted”, in example 2, con- 
veyed the idea of assumption of re- 
sponsibility. References of this type 
could therefore be interpreted merely 
as an informative disclosure. It was 
noted that the words appear to imply 
“that the auditor has reviewed, pre- 
sumably critically, the audited state- 
ments of the wholly-owned subsidi- 
aries and, again presumably, is pre- 
pared to accept them based on this 
scrutiny”. One member suggested 
that “it is like a man who ‘accepts’ 
a bank draft—he is not just ‘receiving’ 
it, he is taking on the liability which 
it represents”. The point was raised 
that if the parent company’s auditor 
is taking full responsibility for such 
work, it is unnecessary to refer to the 
fact that it was done by others and 
that references of this type confuse 
rather than assist the reader. 


With respect to examples 1, 3 and 4, 
there were differences of opinion. 
One member felt that all of these 
three choices of wordings “mean to 
imply that the statements reported 
upon by other auditors have been ac- 
cepted as is”, but went on to point 
out, “This could well be that the 
auditor is sufficiently confident in the 
stature of the other auditors to be 
quite prepared to accept them as is. 
It could also mean that he wishes to 
disclaim all responsibility therefor.” 
In other words, unless the opinion 
paragraph includes a clear-cut dis- 
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claimer of responsibility, doubt re- 
mains as to what the auditor intends 
to convey. 


The references in examples 1 and 
3 were interpreted by one of the two 
other members as implying that the 
parent company’s auditor is not pre- 
pared to assume the responsibility 
for the work done by the other aud- 
itors. The other member felt that 
these two references, by themselves, 
meant very little other than being 
statements of fact. If the auditor has 
relied on the other auditor’s report 
in expressing his opinion, he should 
say so directly. However, he went on 
to point out that such references were 
probably made in the belief that by 
doing so the auditor may relieve him- 
self of responsibilities which might 
otherwise be his. 


Example 4 caused confusion to 
two of the members contacted. In 
one case it was stated, “I do not 
know what is meant by the wording. 
I think a reader would be entitled 
to take the meaning that the auditor 
had not only received the audited 
statements but had also investigated 
them sufficiently to accept as his own 
the responsibility for them”. The 
comment of the other member was, 
“Presumably earlier in the report 
the word ‘examined’ has been used 
to imply the type of examination 
made by an auditor. But to come 
along now and say you have exam- 
ined audited statements must mean 
that, in this sense, the word ‘exam- 
ined’ is intended to be equivalent to 


>”? 


‘read over”. 


From the above variations or inter- 
pretations, it is obvious that the 
choice of language used, in many 
cases, does not convey the purpose of 
such references. 





References in Opinion Paragraph 

As previously stated, 28 of the re- 
ports for 1956 included a reference 
to the work of other accountants in 
the opinion paragraph as well as in 
the scope paragraph. In 20 cases, the 
phrase “as shown by the books of the 
company” was expanded along the 
following lines: “as shown by the 
books of the companies which we ex- 
amined and the audited financial 
statements of the subsidiary com- 
panies which we did not examine”; 
in 6 cases the opinion paragraph 
was introduced by wording sim- 
ilar to “Based on our examination 
and the reports of other auditors, we 
report that .. .” and in 2 cases both 
of these types of expansion were in- 
cluded. 


This, of course, raises the question 
as to the significance and purpose of 
such references in the opinion para- 
graph. 

(1) “As shown... by the audited fi- 
nancial statements of the subsidi- 
ee 

The four members contacted were 
asked for their opinion as to the pur- 
pose of the use of this wording fol- 
lowing a reference to work done by 
other auditors. Three of them stated 
that such an expansion of the opinion 
paragraph is purely a matter of 
presentation and is neither an accept- 
ance nor a negation of the work of 
the other auditors. It was pointed 
out that “The Companies Act (Can- 
ada) requires that the auditor shall 
report whether the statements are 
prepared in accordance with the 
books of the company. Obviously, 
where we have not examined the 
books ourselves or taken the respon- 
sibility for the work of the other 
auditors, who presumably have check- 
ed the statements to the books, we 
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should not make the bald statement 
that the statements are in accordance 
with the records of the company.” 
Therefore these words are included 
“solely so that the report required by 
the Companies Act (Canada) will be 
factual”, 

On the other hand, the fourth mem- 
ber, putting himself in the position of 
a reader of the reports, stated that 
the use of these words following a 
reference in the scope paragraph 
“makes it clear to the reader that the 
auditor has relied on the report of the 
other independent accountants in ex- 
pressing his own. As a reader, I as- 
sume that the principal reporter had 
no reason to believe that the opinion 
of the other independent accountant 
was something that would not be re- 
lied upon and as a layman I would 
feel that, providing this reliance was 
reasonably placed, the principal re- 
porter should not be held responsible 
for some defect in the work of the 
other independent accountants”. 


(2) “Based on . . . the reports of 
other auditors” 

Three of the four members agreed 
that such wording was intended to 
convey a limitation of the auditor’s 
acceptance of responsibility and ac- 
cordingly a limitation on the signifi- 
cance of his opinion. It was noted, 
however, “not that he is saying that 
there is any reason for disquiet, just 
that, not being auditor of certain of 
the component entities in the consoli- 
dation, he is not in a position to 
speak himself on the affairs of those 
entities and has accordingly relied 
upon the expression of opinion of 
others whom he has no reason to be- 
lieve incompetent”. 

The fourth member disagreed with 
this interpretation and felt that “it was 
doubtful if the words serve any par- 


ticular purpose but are probably set 
out in that manner because of the 
auditor’s endeavour to be precise and 
factual”. 


Reference to Relationship of 
Subsidiary 

Only 3 of the 44 reports indicated 
the relationship of the assets and in- 
come examined by other auditors to 
the total consolidated assets and in- 
come. More general acceptance of 
this practice would be helpful in 
clearing up some of the present ob- 
scurities in presentation since it dis- 
closes the relative importance of the 
amounts not examined by the prin- 
cipal auditor. In this respect, one of 
the members contacted stated that “I 
think there are cases where it would 
be helpful to the shareholders to be 
told clearly how material, in the over- 
all picture, are the affairs of those 
subsidiaries which have been audited 
by others. The significance also has 
an effect, I think, on the responsibil- 
ity of the auditor reporting on the 
consolidation. Speaking generally, 
there may be cases in which a quali- 
fication is so material as to render the 
opinion as a whole meaningless. So 
might the opinion of the auditor re- 
porting on a consolidation be render- 
ed meaningless by the fact that very 
little of the subject matter of his re- 
port had come under his direct exam- 
ination, as would be the situation if 
the auditor of a holding company 
reported upon a consolidated state- 
ment of the affairs of the company 
and its subsidiaries, all of which sub- 
sidiaries were audited by others.” 


Uncertainty as to Auditor’s 
Legal Position 

One member pointed out that he 
thought “some of the obscurity in 
wording, which one sees, springs from 
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the fear that there is something not 
quite acceptable about clearly pass- 
ing a portion of the responsibility on 
to others. This I cannot see, for the 
fact that the audit responsibility is 
not devolved on one firm is the re- 
sult of action by the shareholders, not 
the auditors, and it is generally in the 
power of these shareholders, not the 
auditors, to change the situation at 
any time.” However, the auditor of 
the parent company, as such, has no 
legal right to examine the books of 
the subsidiary companies. 

Whether or not a principal auditor 
legally has an option either to accept 
or deny responsibility for the work 
carried out by others, has as yet not 
been determined. This uncertainty as 
to the legal position of the auditor 
who relies on others “coupled with 
the uncertainty as to just how far he 
should go in spelling out what he 
thinks his position is (or would like it 
to be!), sometimes leads to the use of 
wording which either fails to convey 
a clear meaning or even, in extreme 
circumstances, conveys a meaning 
which is the opposite of that in- 
tended.” 


In order to clarify the situation, one 
of the members urged that “we 
should be considering the desirability 
of amending the Companies Act 
(Canada) to take care of such situa- 
tions and make clear the extent of re- 
sponsibility the company’s auditor has 
for the work of other firms”. 


Canadian accountants are not alone 
in their difficulties. Counsel advising 
the Institute of Chartered Account- 
ants in England and Wales on the 
provision of the Companies Act 1948 
were of the opinion that: 

The auditors of the holding company 
must take responsibility for accepting for 
the purposes of group accounts the balance 
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sheets and profit and loss accounts of sub- 
sidiaries. This may involve either relying 
upon the reports of the auditors of the 
subsidiaries or making such inquiries re- 
garding the subsidiaries’ accounts as they 
deem to be necessary. It is for the holding 
company’s auditor’s to decide, as reasonable 
men, which course it is necessary for them 
to take for this purpose. 

Counsel advised further that in 
their opinion: 

. . . the holding company’s auditors 
cannot, in our opinion, avoid responsibility 
as regards the accounts of subsidiaries not 
audited by them merely by indicating in 
their report that the information regarding 
subsidiaries is based upon accounts of sub- 
sidiaries not audited by them. 

Nevertheless, whilst the holding com- 
pany’s auditors should take all reasonable 
steps to satisfy themselves with regard to 
the accounts of subsidiaries not audited by 
them, we recommend that for their own 
protection they should qualify their report 
in respect of such accounts... 

In the United States, in the case 
of a company which is filing with the 
Securities and Exchange Commission, 
if the parent company’s auditor makes 
any reference to the report of another 
auditor without specifically stating in 
his certificate that he assumes re- 
sponsibility for such other auditor's 
examination in the same manner as if 
it had been made by him, the sub- 
sidiary’s auditor's report must be filed. 


Acceptance of Full Responsibility 
Where no reference is made to the 
work of other auditors, a reader 
would assume that either the parent 
company’s auditor is also the auditor 
of all consolidated subsidiaries or that 
he is prepared to accept full responsi- 
bility for the consolidated statement 
even though part of the work may 
have been carried out by others. The 
extent to which the principal auditor 
relies upon the opinions and work of 
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others is entirely up to him and must 
be determined by him according to 
the circumstances of each particular 
case. The acceptability of the re- 
ports of others depends upon their 
reputation, the extent of control ex- 
ercised over them and communication 
with them by the principal auditor, 
the quality of their work as evi- 
denced by the reports and the amount 
of assets and volume of operations 
involved. 

Where the figures reported on by 
others are not material in relation to 
the consolidated figures and the prin- 
cipal auditor has confidence in the 
reputation of and the work performed 
by the other auditors, it is usual for 
the principal auditor to accept the 
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full responsibility for the financial 
statements. Where the subsidiary 
auditors have, in effect, acted as 
agents of the principal auditor, carry- 
ing out the work according to a pre- 
scribed program, and the principal 
auditor has confidence in the work 
and is satisfied as to the work done, 
it is customary for the principal aud- 
itor to take the responsibility for the 
opinion expressed. Similar accept- 
ance is common practice where the 
auditor has performed an overriding 
audit of the subsidiary companies 
examined by others. Under all of 
these circumstances, no reference to 
the work of others is necessary and if 
made might only lead to misinterpre- 
tation and confusion. 


BY JOHN W. CROWE, C.A; 


Admimstrative Accounting 





CorPoRATE FINANCING — II 


The first article on the subject of 
corporate financing dealt at some 
length with the problem of determin- 
ing the continuing annual cash costs 
of carrying (1) a new issue of de- 
bentures and (2) a new issue of com- 
mon stock. Briefly, the line of rea- 
soning can be expressed as follows: 


The net carrying costs of de- 
bentures are fixed by the terms of 
issue and the rate of income taxes. 
However, in estimating the cost of 
carrying additional common stock (as 
opposed to debentures) we are faced 
with a dynamic situation. Profits and 
financial resources will probably 
change. Consequently, dividends (the 
“cost” of carrying common stock) will 
also probably change both in total 
and as a rate per share. In the un- 
realistic case of a company paying 
out 100% of its profits in dividends 
the cash financing “cost” to a com- 
pany must be the same whether finan- 
cing is accomplishing by common 
stock or by debentures. Whatever is 
not paid out as interest will be dis- 
bursed as dividends. If, however, a 
company follows a practice of dis- 
tributing something less than 100% of 
profits as dividends, an issue of com- 
mon stock should in the longer run 
prove “cheaper” from a purely cor- 
porate cash point of view than an 
issue of debentures. Only if the pre- 
vailing dividend rate can be deemed 
to be irrevocably fixed (ie. will 
neither increase nor decrease with 
changing circumstances) is this 
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proposition likely to fail. If we can 
assume that dividends will vary with 
financial resources, then some portion 
of the interest saved (through not 
issuing debentures) will normally in 
the longer run find its way into “re- 
tained income”, regardless of the in- 
crease in shares outstanding. There 
are, of course, other powerful con- 
siderations in assessing the best form 
of corporate financing. 


Leverage 

Let us assume that a company is 
considering issuing either stock rights 
to existing shareholders or 6% de- 
bentures. The net cost of the de- 
bentures after taxes of 50% would be 
3% per annum. If the funds can be 
invested in enterprises yielding a 
net return of 10%, shareholders would 
reap a gain of 7% on the investment 
without having had to put up any 
money themselves. The maximum ad- 
ditional profit they could realize by 
supplying the additional funds them- 
selves in the form of new common 
stock would be the net amount of the 
debenture interest saved or 3% per 
annum. Long-term additional divi- 
dends would almost surely be still 
lower than 3% as a percentage of the 
new funds advanced. Unless share- 
holders have a large supply of idle 
cash, there is therefore an induce- 
ment in the principle of leverage fo 
them to look favourably at the al- 
ternative of issuing debentures or 
some other form of fixed debt. 


It must be noted, however, that the 
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leverage principle can work either 
way. If profits should expand debt 
financing can be a boon to share- 
holders; if profits should decline it 
can be a stone around their necks. 


Inflation 

If we can assume long term infla- 
tion we have an additional strong 
reason why shareholders should want 
their company to have a measure of 
long-term debt. One frequently heard 
criticism of traditional accounting and 
of income tax laws is that deprecia- 
tion charges take no account of the 
inflation of asset values. To the ex- 
tent that fixed assets have been fi- 
nanced by long-term debt, this criti- 
cism misses the mark. Any loss share- 
holders may suffer by having to re- 
place plants at inflated values is off- 
set by the gain they make in repay- 
ing a long-term debt with depreciated 
currency. A plant financed by long- 
term debt is from the shareholders’ 
viewpoint a remarkable hedge against 
continued inflation. They may be in 
the admirable position of having 
frozen costs in a period of rising 
prices. In a protracted period of 
falling prices the situation is the re- 
verse; a large amount of debt may be 
disastrous. However, in a world of 
uncertainty it seems sensible to as- 
sume that the trend to inflation will 
continue and that a hedge against it 
should be a part of any intelligent in- 
vestment program. 
Dilution 

In the previous article issuing de- 
bentures at a discount was contrasted 
with issuing common stock at a price 
below the current market. Deben- 
ture discount is an unequivocable 
hard cost to the issuing company. A 
discount below the market price on 
issue of common stock on the other 
hand may not in the long term be a 


real cost to the corporate entity. In 
the first place the common stock will 
not have to be redeemed. Secondly 
dividend payments in the longer run 
will probably be determined by f- 
nancial resources, not by the number 
of shares outstanding. But what 
what about the dilution of sharehold- 
ers’ interests through issuing stock 
below the market? 

Generally new stock is issued by 
the medium of rights entitling each 
existing shareholder to purchase at a 
stated price (somewhat below the 


-market) a block of additional shares 


in some proportion to the number 
presently held. If this course is fol- 
lowed and every shareholder takes 
up his rights there can clearly be no 
dilution of interest no matter what 
price is involved. Each shareholder 
will have the same _ proportionate 
share in the corporation after the 
transaction as before. Let us then 
consider the shareholder who does 
not take up his rights. 

If a shareholder does not use his 
rights to buy additional stock at a 
price below the market the value of 
his existing shares will be diluted. 
The rights of course will have a mar- 
ket value, but whether this will offset 
the loss due to dilution is a matter for 
individual examination. An example 
of the problem is as follows: 

No. common shares outstanding before 

ES 5a hd uk Seca Aa Kies x 
Market price before new issue .. $50 
Total present market value of existing 

stock 
Terms of new issue: right to buy 1 

share for each 4 held at $40 a share 
No. shares outstanding after new issue 5/4x 
Computed total market value after 
new issue 50x + 4} = $60x 
4 


Computed market price per share 
after new issue $60x 7 = = 
5/4x 
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Barring other influences therefore 
the market value should drop by $2 
a share reflecting the dilution caused 
by the new issue. 


Another way of looking at the 
problem before the new issue actual- 
ly takes place is to estimate the prob- 
able value of the rights. Let c be the 
current market price per share, i the 
proposed issue price of the new stock 
and n the number of rights necessary 
to purchase one new share. The 
probable value of the rights will then 
be given by the formula c—i. 

n+1 

Using this equation and the above 
example the value of each right 
would be $2 or equal to the calcu- 
lated dilution per share. Actual mar- 
ket prices following an issue may of 
course present a different story. Gen- 
erally, however, the price of the rights 
should compensate a shareholder not 
desiring to exercise them for any im- 
mediate dilution in the value of his 
shares. 


If, however, the new stock, or a 
considerable portion thereof, is issued 
to new shareholders without prior 
rights going to existing ones we have 
an entirely different situation. The 
issue price becomes of vital import- 
ance. The greater the excess of mar- 
ket over issue price and the greater 
the number of shares so issued, the 
greater is the dilution for existing 
shareholders. The amount of the di- 
lution can be measured in the manner 
discussed above, but in this case there 
is no compensating asset in the form 
of stock rights which can be sold 
to redress the balance. The new 
shareholders of course may be bring- 
ing in new markets or other improve- 
ments in the company’s business 
which will react to the benefit of 
existing shareholders. Indeed there 
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must be compelling special circum- 
stances to justify not giving existing 
shareholders priority privileges in any 
new issue of stock. 


Convertible Debentures 

A popular compromise between 
common stock and ordinary deben- 
tures or bonds is debentures which 
can be converted at stated prices into 
common stock. The stated prices are 
usually somewhat above the current 
market price of the stock so that there 
is no problem of immediate dilution 
of the interests of existing sharehold- 
ers. What is the purpose of convert- 
ible debentures? 

The main reason for a conversion 
feature is obviously to “sweeten” an 
issue of debentures. From the view- 
point of corporate management they 
have two advantages. They make 
possible a lower rate of interest than 
would otherwise be acceptable to the 
bond market. Secondly, they will 
probably eventually be converted in- 
to common stock thus removing both 
the fixed interest charge and the need 
for repayment. However, existing 
shareholders do not have the advant- 
age of leverage and protection against 
inflation which may be provided by 
ordinary debentures. The conversion 
feature effectively eliminates any such 
possibility. Indeed the holders of the 
convertible debentures themselves 
often possess the best of two worlds. 
If business declines they can continue 
to hold an obligation of the company 
with a fixed rate of interest and fixed 
terms of repayment; if business and 
profits expand they can convert into 
the common stock. 


Summary 

From the standpoint of corporate 
financial management there are some 
obvious attractions to an issue of 
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common stock as opposed to an issue 
of debentures or mortgage bonds. 
Common stock is permanent. Deben- 
tures must be repaid before very long. 
There may be stringent sinking fund 
requirements. Moreover, the carry- 
ing cost of debentures is fixed by the 
terms of issue. On the other hand, 
total dividend payments which repre- 
sent the cash “cost” of an issue of 
common stock must sooner or later be 
a function of financial resources and 
profits. Increases in the number of 
shares outstanding will in the longer 
run have more effect on the rate of 
dividends a share than on the sum 
of dividend payments. 

Taking the broader view of the 
common shareholder, however, the 
weight of the argument is often in fa- 
vour of having some debentures or 
other form of debt financing. Debt 
financing makes possible a leverage 
effect which in good times augments 
shareholders’ earnings with no addi- 
tional investment on their part. It 
also tends to provide common share- 
holders with an excellent hedge 
against inflation. Neither of these 


features can be attributed to convert- 
ible debentures since as soon as it 
becomes advantageous to do so their 
“holders will convert to the common. 





In a period of falling prices and pro- 
fits debentures have a reverse effect. 
A large measure of debt aggravates 
the situation and is a distinct disad- 
vantage to common shareholders. 


There is a problem of possible di- 
lution of interest if new stock is is- 
sued to new shareholders without 
prior privileges being extended to 
existing ones. However, if a stock 
issue is accomplished by issuing rights 
to present shareholders, dilution is not 
normally an important consideration 
regardless of the issue price. 


Common stock financing gives 
both management and shareholders 
the flexibility to meet a period of re- 
cession and even losses. Considering 
economic history and most serious 
projections into the future it is none- 
theless reasonable to assume that in 
the longer run we shall continue to 
have both economic growth and infla- 
tion. In this climate a moderate mea- 
sure of debt financing (without con- 
version features ) will have a valuable 
influence both in protecting share- 
holders’ investment and in improving 
their rate of profit. 


This is the second of two articles, the 
first of which appeared in the April issue. 
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ForEIGN TAx CREDITS 


THE AvomwaANCcE of double taxation is 
one of the basic provisions of any pro- 
gressive taxing statute. The allevia- 
tion of double taxation extends to the 
tax on corporate profits in many coun- 
tries as well as to foreign tax pay- 
ments. In Canada, individual share- 
holders may deduct 20% of the divi- 
dends which they receive from taxable 
Canadian corporations from their tax 
otherwise payable in recognition of 
the fact that the dividends are paid 
out of profits which have already 
borne tax. Similarly, in the United 
States, individual taxpayers may ex- 
clude the first $50 of dividends re- 
ceived and claim a tax credit of about 
4% of the dividends received. Where 
corporations receive dividends from 
other corporations, the relief is even 
greater because the income has not 
yet reached the ultimate taxpayer. 
Generally speaking, dividends receiv- 
ed by a corporation from another 
corporation in the same country are 
wholly exempt from tax in Canada 
and to the extent of 85% in the United 
States. 


The provisions with respect to the 
avoidance of double taxation of corp- 
orate profits within a particular coun- 
try are rarely misunderstood or misin- 
terpreted. The only contentious 
points which seem to arise are eco- 
nomic ones concerning the rate of 
relief or the measures adopted to 
grant it. Reliefs for foreign taxes, on 
the other hand, are more often mis- 
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understood and contentious because 
the foreign taxes may be applied on a 
different basis. Also, the authorities 
are more reluctant to grant relief 
since it is not in respect of taxes al- 
ready paid to their own country. 


In Canada, individuals and corpor- 
ations are allowed to deduct from the 
tax otherwise payable the tax paid by 
them to foreign countries on income 
taxable in Canada, or if it is less the 
Canadian tax payable on foreign in- 
come. This simple statement of theory 
is not, however, so easy in its appli- 
cation. Section 41 which permits the 
deduction of foreign income taxes 
states that “A taxpayer who was resi- 
dent in Canada at any time in a taxa- 
tion year may deduct from the tax for 
the year otherwise payable under this 
part an amount equal to the lesser of 
a) the tax paid by him to the govern- 
ment of a country other than Can- 
ada on that part of his income 
from sources therein for the year 
upon which he is subject to tax 
under this part for the year, or 
that proportion of the tax for the 
year otherwise payable under this 
part that that part of the taxpay- 
er’s income . . . . from sources in 
that country that was not exempt 
from income tax in that country 

. is of the taxpayer's in- 
come .-... 
To the unwary, this concise provision 
is the essence of simplicity and sug- 
gests no difficulties in interpretation. 
Its very simplicity, however, creates 


b) 
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problems which almost invariably are 
settled to the detriment of the tax- 
payer, as the meaning can easily be 
misconstrued. 


For instance, if a corporation raises 
money through interest-bearing secur- 
ities in order to establish subsidiaries 
abroad, it may find itself in extreme 
tax difficulties. If the funds are trans- 
ferred to the subsidiaries by taking 
capital stock, the bond interest will 
not be allowed as a deduction from 
income as the funds are used to earn 
exempt income. If the funds are 
transferred to the subsidiaries by way 
of a loan upon which interest is re- 
ceivable, the corporation will receive 
income from foreign sources which 
would offset the interest payable. 


As the company receives income 
from foreign sources which is subject- 
ed to a withholding tax in the for- 
eign country, it would seem that it 
should be permitted to claim a 
foreign tax credit equivalent to the 
lesser of the amount of tax actually 
paid to the foreign country or the 
Canadian tax on that income. This 
may not be the case, however, as it 
has been ruled that the expenses in- 
curred in Canada to obtain the in- 
“come must be deducted from the 
income in order to determine “that 
part of the taxpayer’s income from 
sources in that country”. Thus, 
if the interest rate is the same on the 
funds borrowed and the funds loaned, 
no foreign tax credit will be allowed 
as there is no net foreign income. 
The corporation thus pays the same 
amount of Canadian tax as if it had 
loaned the money to a Canadian resi- 
dent, but pays a tax to the foreign 
country as well. While it may be true 
that the Canadian corporation is pay- 
ing no Canadian tax upon the income 
from the transaction as a whole, it is 
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also true that the corporation is sub- 
ject to double taxation because it is 
paying a tax upon a transaction which 
yields no net income. While the tax 
conventions which Canada has enter- 
ed into with other countries contain 
provisions for the avoidance of double 
taxation, it is inconceivable that the 
foreign authorities could be convinced 
that there is no income derived from 
their country. The remedy would 
seem to lie with the Government of 
Canada. 


Unfortunately, the corporation can- 
not escape from this dilemma by lend- 
ing money without charging interest. 
Although foreign withholding taxes 
would not be applicable, there is a 
real possibility that the interest ex- 
pense might be disallowed as it would 
not be laid out “for the purpose of 
earning income” or, in the alternative, 
section 19(1) applied. This section 
requires a corporation resident in 
Canada to include in its income in- 
terest at 5% per annum on amounts 
loaned to a non-resident which have 
remained outstanding for one year or 
longer, if no reasonable interest has 
been charged. Of course, if the tax- 
payer is in the fortunate position of 
having sufficient working capital at 
a particular time, no dilemma exists. 
He may advance the necessary 
funds without resorting to the bor- 
rowing of money, in which case there 
would be no offsetting expense. If 
funds are subsequently required, they 
may be borrowed with little danger 
that the interest expense will be ap- 
plied against the foreign income. 


The problem of foreign tax credits 
is further complicated by the fact 
that the Income Tax Act requires a 
separate calculation of the foreign tax 
credit for each foreign country, which 
tends to favour the Crown. For in- 
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stance, if a Canadian corporation pay- 
ing tax at an average rate of 38% 
(47% minus provincial tax credit) re- 
ceives interest income from the Unit- 
ed States (15% withheld) and the 
United Kingdom (424% withheld) it 
will receive credit only for 38% of the 
U.K. income and 15% of the US. in- 
come which, if each element of in- 
come were of the same amount, 
would result in a tax credit equal to 
264% when in fact it is paying foreign 
taxes at an average rate of 282. 
The foregoing inequities are minor, 
however, in comparison to those that 
will be encountered if the decision in 
the recent Income Tax Appeal Board 
case of R. C. Van Der Voort v. M.N.R. 
is allowed to stand. In this case, Mr. 
Van Der Voort received dividends 
from the United States amounting to 
some $10,000 from which United 
States withholding taxes of $1,500 had 
been deducted. In his tax return, the 
appellant claimed as a deduction cer- 
tain carrying charges, etc. which, 
when prorated amongst all his in- 
come, reduced the U.S. dividends by 
$2,000 giving him a net income from 
U.S. sources of $8,000. This, of 
course, is in keeping with comments 
concerning net income referred to 
previously. What is extraordinary 
however, is the fact that a foreign tax 
credit of 15% of $8,000 or $1,200 only 
was allowed. Since his average rate 
of tax on the net income was pre- 
sumably well in excess of the 15% de- 
ducted at source, the appellant had 
only claimed the amount actually 
paid, namely $1,500, as a foreign tax 
credit. The Minister held that he 
was entitled to claim only 15% of the 
net foreign income and this was up- 
held by the Income Tax Appeal 
Board. The argument used by the 
Board in dismissing the appeal was 
that section 41(1) uses the words “the 
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tax paid by him to the government 
of a country other than Canada on 
that part of his income from sources 
therein for the year upon which he 
is subject to tax under this part for 
the year... .”. Thus, the taxpayer 
paid $300 to the United States on in- 
come which was not subject to tax in 
Canada because the expenses in- 
curred offset it. Such treatment ap- 
pears to be extremely inequitable and 
should be strongly resisted. To argue 
that income is not subject to tax be- 
cause expenses offset it disregards ac- 
counting theory. Although the Unit- 
ed States levied a tax upon the gross 
income, the use of gross rather than 
net figures is only a means of extract- 
ing the tax and, to the taxpayer, it is 
regarded as a tax paid upon the in- 
come received by him. If certain 
expenses have been incurred to earn 
that income, then the rate of tax be- 
comes something in excess of 15% but 
is nevertheless a tax on the net in- 
come received by him. It seems un- 
necessary for a Canadian tribunal to 
look into the method by which the 
tax is levied; it is sufficient for them 
to know that a tax has been paid on 
the net income reported. If this judg- 
ment is allowed to stand, many tax- 
payers receiving income from the 
United States and other foreign coun- 
tries will find that they are subject to 
double taxation, as in many cases 
there will be depletion allowances or 
carrying charges to be deducted from 
the gross income. 

This judgment, of course, is in 
keeping with the instructions accom- 
panying 1957 individual tax returns 
issued by the Minister of National 
Revenue which appear to reflect a 
change in interpretation from pre- 
vious years. It is submitted that if 
this interpretation is correct, it is not 
what was intended by the legislators 
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and draftsmen and should therefore 
be corrected by legislation. 


RECENT TAX CASES 


Capital Cost Allowance 

The appellant, who owned and op- 
erated motion picture theatres, pur- 
chased a competing drive-in theatre 
and closed it down. His purpose in 
making the purchase was to eliminate 
competition which was cutting into 
his business. In filing his tax returns, 
the appellant claimed as a deduction 
depreciation on the drive-in which 
was not being used. The Minister re- 
fused to allow the deduction of capi- 
tal cost allowance on the ground that 
the theatre had not been purchased 
for the purpose of gaining or pro- 
ducing income. The case was taken 
to the Income Tax Appeal Board 
where it was held that the purchase 
of the drive-in was a legitimate capi- 
tal expenditure made in accordance 
with the principles of sound business 
practice for the purpose of improving 
or preserving a source from which in- 
come had been or could be derived. 
The Board pointed out that there is 
no specific provision in the Income 
Tax Act which states that property 
‘must actually be in use as part of the 
business before capital cost allow- 
ance may be claimed. It is sufficient 
that the property be acquired for the 
purpose of gaining or producing in- 
come, which it apparently did in this 
case. (Hudson v. M.N.R.). 

This decision would appear to be a 
departure from the established prin- 
ciples concerning property of this 
kind, as it has been ruled in the past 
that income must actually be derived 
from the property itself. In several 
cases, the Board has ruled that where 
buildings were acquired which were 
subsequently torn down, no capital 
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cost allowance was deductible as, in 
such cases, it was felt that the build- 
ings themselves were not really ac- 
quired for the purpose of earning in- 
come but that the land on which they 
stood was the prime factor. In fu- 
ture it might be possible to claim 
capital cost allowance on such build- 
ings if the foregoing decision is al- 
lowed to stand since there is not much 
difference between leaving buildings 
idle and tearing them down. In either 
case, the property is acquired for the 
purpose of producing income from 
the business of the taxpayer. 


Permanent Establishment 

The appellant in this case operated 
two ships on the St. Lawrence River 
and the Great Lakes. The Minister 
denied a provincial tax credit in re- 
spect of a portion of the company’s 
income arguing that the ships consti- 
tuted a permanent establishment 
within Ontario with the result that 
the company could not (although it 
may now) claim a provincial tax 
credit in respect of that income 
earned in Ontario. The Income Tax 
Appeal Board allowed the appeal and 
ruled that to describe the ship as 
“machinery or equipment in a par- 
ticular place” would be extremely in- 
appropriate. Nor could a ship be 
considered as being a fixed place of 
business since the ship obviously 
moved from place to place and that 
to regard it as a permanent estab- 
lishment is hardly logical. A ship 
was not the same thing as “branches, 
mines, oil wells, farms, etc.” and could 
not be connected in the slightest de- 
gree with any of them. (No. 506 v. 
M.N.R.). 


Insurance Proceeds 
An interesting English case has 
come to the attention of the editor 
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where the proceeds from a life in- 
surance policy received by a com- 
pany were held to be taxable income. 
In the case at issue, a company seek- 
ing to enter a new field hired the ser- 
vices of a well known consultant in 
its field and took out an insurance 
policy upon his life, since he was to 
travel extensively. In the course of 
his duties, he was killed and the sum 
of £50,000 was received by the com- 
pany under the insurance policy. 


The Court decided, on three sep- 
arate grounds, that this money was 
income to the appellants. In the first 
place, it was held that the expendi- 
ture incurred by the company in 
securing and retaining the services of 
an employee, including the purchase 
of an insurance policy on his life, is 
a proper charge against revenue and 
that the benefits derived from these 
services being reflected in the profits 
of the company are also of a revenue 
character. If, through some misfor- 
tune, the company cannot obtain the 
services but is compensated through 
insurance for their loss, this also be- 
comes revenue. This view is not held 
in Canada but it is an interesting 
speculation as to whether the Minis- 
ter of National Revenue might not 
seek to tax the proceeds of insurance 
policies in the future, although it may 
be pointed out that whereas such in- 
surance premiums appear to be de- 
ductible expenses in the U.K., they 
are not allowed in Canada. 


In the second instance, the appel- 
lants contended that the insurance 
moneys were paid as compensation 
for the loss of goodwill in this new 
branch of their activities as, without 
the name of this prominent consult- 
ant, their business was likely to suffer, 
which it did in fact as no further busi- 
ness was received. The Court took 
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the view that the goodwill upon 
which the appellants were seeking to 
found their case was their own good- 
will which they were not purchasing 
from the consultant at all but were 
hoping to create as a result of his as- 
sociation with them; there could be 
no element of goodwill attached to 
the company’s new department before 
it had made any profits. Under the 
agreement with the individual, the 
appellants were not acquiring a cap- 
ital asset, they were merely acquiring 
the means whereby they anticipated 
that they might create a capital asset 
and thus any goodwill which was 
created would become attached to 
their own name. Thus, there could 
be no compensation for goodwill 
which they did not have and had not 
purchased. 

The appellants also sought to apply 
the principle that a payment for the 
loss or discontinuance of a complete 
line of business is a capital receipt. 
This was quickly disposed of by the 
Court which pointed out that the in- 
surance proceeds were not paid for 
the termination of any business but 
as compensation for the loss of life. 


(Keir & Cawder Ltd. v. C.I.R.). 


Depreciable Property 

Mr. Caine owned and operated a 
sawmill and planing mill up to 
the year 1949 when he organized a 
private company called Caine Lum- 
ber Co. Ltd. which took over his 
business. Included in the assets was 
a timber limit which Mr. Caine had 
purchased for $250 and which was 
acquired by the company at a price of 
$15,000. Although Mr. Caine had 
personally spent certain amounts on 
account of this timber land for taxes, 
roads and camps, he never exploited 
it or undertook cuttings and, there- 
fore, never claimed any capital cost 
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allowance. The company which he 
had formed claimed depletion when 
it commenced using the timber limit 
based upon the purchase price to it, 
arguing that it was not depreciable 
property at the time when it was pur- 
chased from Mr. Caine and, there- 
fore, the capital cost need not be re- 
stricted to the cost to the original 
owner as would normally be the case, 
since it was freely admitted that Mr. 
Caine and his company were not 
dealing at arm’s length. 


The Income Tax Appeal Board 
ruled that since the vendor had not 
operated the limit, he neither could 
nor did claim capital cost allowance 
during the years he owned the prop- 
erty which was, therefore, not depre- 
ciable property for the purposes of 
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section 20(2) when it was purchased 
by the company. The Exchequer 
Court, however, on appeal by the 
Minister, has just ruled that although 
no depletion was ever claimed, the 
property was nevertheless “depre- 
ciable” as the owner was potentially 
entitled to a deduction that he was 
actually unable to claim because the 
requisite depletion never occurred. 
Mr. Justice Dumoulin stated “the 
view that an asset assumes the qual- 
ity of depreciability solely after de- 
pletion is akin to maintaining that any 
man may be called mortal only when 
stark dead. Moreover, it appears self- 
evident that any property, such as this 
timber limit, ceases to be depreciable 
precisely after undergoing total de- 
preciation.” (M.N.R. v. Caine Lum- 
ber Company Ltd.). 





BY PETER C. BRIANT, M.B.A., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“RESPONSIBILITY ACCOUNTING’ by V. 
L. Gole; The A.S.A. Technical Bul- 
letin, #3, published by the Australian 
Society of Accountants, February 
1958; 18 pages. 

Responsibility accounting means 
the application of the accounting 
function and techniques for the pur- 
pose of measuring and assessing 
executive performance at various 
levels and for various purposes. It 
can be applied to almost every activi- 
ty in an enterprise, but the degree of 
its effectiveness will depend on the 
degree of refinement in the account- 
ing and recording system, and the ex- 
tent to which authority and responsi- 
bility have been clearly defined in the 
first place. This effectiveness will 
reach its peak when responsibility ac- 
counting is operated in conjunction 
with a well coordinated system of 
budgetary control. 

Responsibility accounting has a dis- 
tinct application to top management. 
Management is charged with the re- 
sponsibility of making the most ef- 
fective long-term use of the total in- 
vestment in the enterprise. Top 
management decisions are directed to 
the capital structure, procuring and 
protecting the assets, preserving 
working capital, plant investmert, ex- 
pansion programs, financial policy on 
depreciation, dividends and reserves. 
In this context both the external and 
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internal focus of accounting respon- 
sibility are evident, and the decisions 
must have adequate regard for chang- 
ing price levels. 

Responsibility accounting is not al- 
together a new challenge to account- 
ing. Many enterprises have practised 
it in one form or another for many 
years. It is a challenge that cannot 


be ignored. 


“PERCENTAGE DEPLETION AND ITS AP- 
PROPRIATE RaTe” prepared for the 
American Petroleum Institute, 50 W. 

50th Street, New York 20, N.Y.; 23 

pages. 

This is a recent study of the per- 
centage depletion tax provision and 
its function as an incentive in the 
search for oil and the maintenance of 
adequate supplies at reasonable 
prices. 

“The tax provisions applying to the 
petroleum industry,” it concludes, “are 
in recognition of the peculiarities of 
the process of creating and maintain- 
ing capital values and of the desira- 
bility of providing sufficient incentive 
to assure adequate supplies at reason- 
able prices. Among the peculiarities 
of the industry, these deserve special 
emphasis: 

1. Whereas in non-mining industries a 
given expenditure will increase produc- 
tive capacity to an extent that can be 
foretold with substantial accuracy, with 
a resultant value approximately equal to 
expenditure, in the petroleum industry 
there is uncertainty regarding the ca- 
pacity and capital value which can be 
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created with a given investment outlay. 

2. The discovery of oil through a success- 
ful exploration project normally occurs 
some years after commencement of ex- 
ploratory operations, the time lag usually 
being four or five years. The develop- 
ment of a new field may extend over 
another two or three years. Therefore, 
a full assessment of exploratory suc- 
cess or failure can only be made in 
retrospect, after large expenditures have 
been incurred. 

3. In order to keep pace with steadily in- 
creasing demand, the industry consistent- 
ly reinvests in the search for new oil 
over two-thirds of its current gross re- 
ceipts,... 


It is asserted that the preceding 
characteristics and experience support 
a differential tax treatment for petro- 
leum production, and that percentage 
depletion is the means of providing 
this differential. The principle is 
claimed to be sound, and essential to 
national economic welfare and secur- 
ity. But the Petroleum Institute 
would like to see the rate increased, 
because discovery value is greater 
now than in the past. 


“ACCELERATED DEPRECIATION AND THE 
ALLOCATION OF INCOME TaxEs” by 
Sidney Davidson. The Accounting 
~Review, April 1958, pp. 173-180. 

The most important area of contro- 
versy over inter-period allocation of 
income tax arises from the use of ac- 
celerated depreciation for tax pur- 
poses and straight-line depreciation 
for financial reporting purposes. In 
considering the effect of this action on 
income tax expense and income tax 
liability attention must be centred on 
the firm as a whole, not on the in- 
come associated with individual as- 
sets. 

For a static or growing firm, there 
will be no liability for future taxes, 
in the customary meaning of the term, 





if depreciation provisions of the tax 
laws remain unchanged (or become 
more generous) and a policy of reg- 
ular investment in depreciating assets 
is maintained. The growing firm can, 
in fact, look forward to an ever-in- 
creasing annual tax saving, since the 
differential not only grows each year 
but grows by an increasing amount. 
Recognizing a liability for future 
taxes under these conditions would 
give rise to an account whose balance 
would grow each year. After a suff- 
ciently long period, this “liability” 
might well become one of the major 
balance sheet items. 


So long as a firm follows a regular 
investment policy, its income tax pay- 
ments will be permanently reduced. 
It might well be argued that this 
should not be permitted to distort 
comparative operating results by re- 
ducing an expense. The solution is 
to treat income taxes as a distribution 
of income, not to recognize an ex- 
pense that does not exist. 

Only a firm with declining invest- 
ment in capital assets is likely to be 
faced with a substantial deferred tax 
liability, and then only if its dying 
years are profitable ones. In a grow- 
ing, inflationary economy, however, 
the vast majority of firms are prob- 
ably at least maintaining their level 
of monetary investment. Firms with 
a single, or preponderant, indivisible 
plant and new firms are the major ex- 
ceptions. But, even here, the present 
discounted value of the taxes deferred 
in any one year would be relatively 
small. 


When investment expenditures 
fluctuate erratically a special problem 
is likely to arise. The expenditure for 
depreciable assets should then be di- 
vided into continuing and extraordi- 
nary portions, and inter-period, alloca- 
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tions attempted only with respect to 
the extraordinary portion. 

While a liability for future taxes 
arising from differing depreciation 
methods should be recognized only 
in rare cases, disclosure of any dif- 
ference between the amount of depre- 
ciation claimed on the tax return and 
that shown in the income statement is 
a desirable reporting practice and 
should be employed regularly. 


BUSINESS 


“SOME ASPECTS OF CANADIAN Busi- 
NEss” an address by Neil J. McKinnon 
to the Canadian Club of Montreal; 
February 3, 1958; pp. 18. 

In an excellent review of the past 
and future of the Canadian economy, 
the president of the Canadian Bank 
of Commerce makes some profound 
observations on the problems inherent 
in the maintenance of economic 
growth, emphasizing the distinction 
between economic progress over time 
in contrast to economic efficiency at a 
point in time. 

“Growth, from a broad economic 
standpoint,” he states, “implies a con- 
tinuing, even if irregular, expansion in 
production and consumption . . . But 
production also demands a corres- 
ponding and synchronized flow of 
consumption . . . One of the strategic 
issues we cannot escape is that of 
judging our efforts — through a free 
price system — to keep production 
and consumption in harmonious long- 
term accord ... A static balance — 
which could be obtained in a stagnant 
economy — is not consistent with the 
idea of growth. The equilibrium 
established between production and 
consumption has to be a dynamic 
equilibrium; and it is just this dy- 
namic aspect that may be neglected 
if we become pre-occupied with 
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short-run economic problems, to the 
exclusion of the long run. 

“Here we are confronted with the 
very human conflict between secur- 
ity and progress, between rigidity and 
adaption. The strategic fact that we 
cannot avoid, try as we may, is that a 
dynamic capitalistic system is not in- 
herently consistent. A certain degree 
of ups and downs is one of the prices 
we pay for having a free economy .. . 

“Of primary importance . . . is the 
role of the individual in national pro- 
gress. Do we put security ahead of 
adventure when it is only adventure 
that, in the end, can provide security? 
Perhaps we might do well, as indi- 
viduals and together, to think a little 
more about how, as a nation, we 
could promote growth over a long 
period of years rather than put first 
emphasis on easing the recurring 
twinges of national growing pains. 
Important and immediate as economic 
injections may be for the ills of to- 
day, they must not be allowed to pre- 
occupy us at the expense of a larger 
future. ...” 


FINANCE 

“TWENTY YEARS OF CORPORATE EARN- 
incs”’ by Sidney Cottle and Tate 
Whitman. Harvard Business Review, 
May-June 1958, pp. 100-114. 

This study compares the long-run 
earnings performance of 33 major 
American industries over the period 
1935 to 1955. In every post-war year 
since 1946 the composite return on 
capital is calculated to have been 
above that for any year in the pre- 
war and wartime periods. From 
1947-1955, for example, earning rates 
were 56% higher than during 1935- 
89 — 12.5% compared to 8%. However, 
in the first half of the postwar period 
(1947-50), the rate was 73% higher 
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than the 1935-39 average, whereas 
the rate in the second half (1951-55) 
was only 46% higher — the return for 
the two halves being 13.8% and 11.7% 
respectively. Even so, during the five 
prosperous years 1951-55, the earning 
rates on total capital for 16 industries 
were lower than their 1935-39 aver- 
ages. 

Of even greater significance is the 
fact that only five industries (textile 
fabrics, oil, building materials, steel, 
and paper and allied products) had 
higher profit margins over the years 
1951-55 (when return on capital was 
11.7%) than in the 1935-39 period (re- 
turn on capital 8%). The increase in 
the composite average return on 
capital is therefore accounted for by 
the profound change that has taken 
place in the capital turnover ratio. 
In 1935-39, 32 industries had an aver- 
age of $1.01 of sales for each $1.00 
of total capital, whereas in 1951-55 
each $1.00 of capital generated sales 
of $1.91. That is to say, on a com- 
posite basis over the last five years, 
U.S. industry, according to the au- 
thors, has nearly doubled the amount 
of sales per $1.00 of capital obtained 
in pre-war years. 


.. On the one hand, this study raises 
some important questions of corporate 
and public policy: for example, in 
view of narrower profit margins since 
World War II, are corporate earnings 
more vulnerable to changing business 
conditions? Has business lost some of 
its resilience to higher taxes and ris- 
ing costs? On the other hand, one 


may question the validity of any 
study spanning the years 1935-55 that 
fails to take into account the dimin- 
ished value of the dollar. A study 
taken in terms of common dollars 
would probably reveal that capital 
turnover has not increased by as 
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much as Cottle and Whitman would 
have us believe. Return on capital, in 
real terms, may well have declined in 
all 33 of the industries they studied. 
Such a finding would be sobering in- 
deed! 


PROFESSIONAL 


“THE PHiLosopHy OF ACCOUNTING” by 
Brother LaSalle, The Accounting Re- 
view, April 1958, pp. 254-255. 

“Every public accountant has un- 
doubtedly experienced in his years 
of practice each of the various phases 
of knowledge or the lack thereof 
which represent all possible positions 
that a mind can have with regard to 
the truth of any statement: ignorance, 
doubt, opinion, certitude. Nescience 
is at times unavoidable, is subject to 
correction, and is often irrelevant to 
professional responsibility. Most ac- 
countants would readily admit that 
the presence of privative ignorance 
has no basis for justification in the 
professional man where it can be 
remedied. It is possible to conceive 
of situations where the state of doubt 
may persist and remain unresolved in 
spite of the best efforts of the con- 
scientious accountant. The area of 
knowledge in which most accountants 
operate after they have concluded 
their examination is probably the 
sphere of opinion. It is probably also 
true that this opinion represents a 
state of mind which more often ap- 
proaches the area of certitude rather 
than the opposite extreme of the 
range of opinion which borders on 
doubt. The closer the accountant ap- 
proaches to or achieves a state of cer- 
titude, the greater will be his oppor- 
tunity to render a more meaningful 
opinion. As all must recognize, there 
are many situations in which the 
achievement of absolute certitude is 
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an impossibility. It is probably also 
correct to state that accountants often 
possess certitude with respect to the 
opinions they express. 

“The accountant has a professional 
obligation to take all reasonable meas- 
ures to remove ignorance, to resolve 
doubts, and to strengthen the bases 
for his opinions. To strive for that 
degree of certitude which may be ob- 
tainable in a given situation should 
be considered highly desirable. . . ” 


“Your Procepure” by Leslie Matthies. 
Systems and Procedures, February 
1958, pp. 8-13. 

Here are three simple rules that can 
improve the average man’s writing by 
80% (no hints are given on how to 
measure writing improvement with 
such precision ) : 

1. Use short sentences. 
2. Use simple words. 
3. Use straight order. 

There is only one way to apply 
these rules, just one way that really 
works, advises Mr. Matthies: “Write 
out your first draft in your present 
style. Bang it out quickly, in the same 
old way. Then apply the three rules 
[in the sequence given] ...” 


BOOK REVIEW 
Cost Accounting, 2nd ed., by E. F. 
Schlatter and W. J. Schlatter; John 
Wiley & Sons, Inc., New York 1957; 
pp. 725; $7.25. 

This is a text which takes a rather 
different approach to the subject of 
cost accounting. The authors have 
attempted to place the emphasis on 
principles, rather than on procedures 
of cost accounting. This attempt has 
only been a partial success. The ac- 
counting procedures are too concen- 
trated to make it an easy text for 
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comparatively junior students. On 
the other hand, a student of the sub- 
ject of management, wanting to get 
a grasp of the objectives and prob- 
lems of cost accounting, would find 
that the space devoted to technical 
procedures would slow down the 
reading of the text. Although the au- 
thors wrote it for cost accounting stu- 
dents and for management students, 
it appears to be the most suitable for 
practising accountants with previous 
training and experience. 

The book contains many fine sec- 
tions which make it worthwhile: 

(a) The excellent chapters on the de- 

termination and the application 

of burden rates. 

The discussion of the distribution 

of cost of the service depart- 

ments to the directly productive 
departments. 

(c) The emphasis on controlling the 
costs of each type of factory ex- 
pense instead of on determining 
a cost-price tag for the manufac- 
tured product. 

(d) The discussion of costs of idle 
capacity in a plant. 

(e) The chapter on reports and re- 
port-writing for management. 
This is well done, but could be 
enlarged upon successfully. 

The authors have tried an innova- 
tion in the arrangement of the chap- 
ters in the book. Standard costs is 
deemed to be less difficult than popu- 
larly supposed and is covered early in 
the book. This appears to be a suc- 
cessful experiment. 

The clear writing and the logical 
principles stated in the book make it 
a worthwhile contribution to the lit- 
erature of cost accounting. 

R. E. Oxtver, C.A., R.1.A. 
Toronto, Ontario 


(b) 











BY J. E. SMYTH, F.C.A. 
Students Department — cuces vniersiy” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, 
and reflect the personal views and opinions of the various contributors. 
They are designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problems as will make their study 
of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM 1 
Intermediate Examination, October 1957 
Accounting I, Question 6 (15 marks) 


L, a professional dancer, has opened a dance instruction studio. He has 
borrowed money from a bank to assist in the financing of the studio and the 
bank requires L to submit monthly financial statements. L sells instruction on 
an individual basis of $3 per one-hour lesson payable in cash or on a contract 
basis of $50 per course of 25 one-hour lessons. A discount of 10% is 
offered when the full tuition for the course of twenty-five lessons is paid in 
advance. 

During the first month of operations, L sold 100 one-hour lessons for 
cash and 25 contracts for courses of instruction. Of the latter, ten were 
paid in advance. As at the end of the month L had given 40 hours in- 
struction against the contracts written. 
af L wishes to set up an accounting system from which he can prepare the 

monthly financial statements required by the bank. He also wishes that his 
records reflect earned income. 


Required: 

(12 marks) (a) Outline an accounting system which would meet L’s re- 
quirements. 

(3 marks) (b) Prepare illustrative journal entries to record the first month's 
revenue. 


A SOLUTION 
L DANCING INSTRUCTION STUDIO 


(a) Suggested Accounting System 
1. General ledger 
(i) Accounts for all assets, liabilities, proprietorship, revenues and 
expenses. 
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2. Cash disbursements book 
(i) Columns for details of cheques issued and accounts to which the 
expenditures should be charged. 


8. Cash receipts book 

(i) Amounts received from single lessons will be credited to Earned 
revenue account. 

(ii) Amounts received in respect of contract lessons paid in advance 
are credited to Deferred revenue account. Cash discounts allowed 
are charged to Discounts expense. 

(iii) Amounts received in respect of contract lessons not paid in ad- 
vance are credited to Accounts receivable account. 


4, Duplicate cash receipt book 
(i) Prenumbered receipt forms, which are given to clients as an 
acknowledgment of payment received for single lessons or for 
cash received for contract lessons at the time the contract is 
made. 


5. Accounts receivable subsidiary ledger 

(i) An account for each client making a contract with L and not 
paying cash in advance. Debits are posted from the general 
journal. 

(ii) Each account is credited from the cash receipts book as cash is 
paid by the client. 

(iii) A trial balance of the accounts receivable subsidiary ledger 
should be prepared at the end of every month and agreed with 
Accounts receivable control account in the general ledger. 


6. Deferred revenue subsidiary record 

(i) Contract cards, prepared for each client as L makes a contract 
with him. These cards include provision for recording number 
of hours’ instruction purchased in advance, and number of hours’ 
instruction given to date. 

(ii) As lessons are given, they will be marked off on these cards, so 
that at the end of any month the total hours remaining to be 
given at $2 per hour, as shown by the cards, should agree with 
Deferred revenue account in the general ledger. 

7. Detailed time record 

(i) A daily record of the instruction given, setting out the name of 
each individual and indicating whether the instruction was on a 
unit or contract basis. 

(ii) The hours of instruction which are given on a contract basis 
should be posted to the contract cards. 

(iii) At the end of each month the number of hours instruction of each 
type should be totalled and multiplied by the applicable hourly 
rate to verify revenue earned for the month as shown in Earned 
revenue account in the general ledger. 


8. General journal 
(i) Contract lessons not paid in advance are recorded by a journal 
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entry charging Accounts receivable and crediting Deferred rev- 
enue account. 

(ii) At the end of the month a journal entry is made debiting De- 
ferred revenue and crediting Earned revenue for the total con- 
tract hours for the month, as shown by the detailed time record, 
at $2 an hour. 


9. Monthly financial statements 
(i) Prepared from general ledger trial balance. 








(b) Booxs oF L Dancinc Instruction StTupio 
Dr. Cr. 
first _ 
month Bank .. RAO ate SP ahh cca ae beh Ma ie Wee mit me 800.00 
ee ee eee Se eee ER AN 300.00 
Cash received for 100 one-hour lessons given 
EAS LIMA Sr heote creed btn AON UL NAS EG as cies oats hats 450.00 
50.00 


Discounts expense .........5.2:....-.. DA ene age Re 
PERRIN RENIN cht pata, Ae ars et Bo ye a 500.00 

Sale of 10 — 25 hour lesson courses at $50 per course, 

cash received in advance and 10% cash discount allowed. 





Eo ES a er eee Cae eee ee 750.00 
NNT UNI 555 5G cols Sisk SSE SR Ess 750.00 
Sale of 15 — 25 hour lesson courses at $50 per course, 
cash not paid in advance. 
RIE SR NEGT RNUUIMNERES 60202 cra dhcasa d-5 fide So GRR HGS GEES D OOD Ke 80.00 
first Famed revenue ..................5. Se wali uea arg os rs 80.00 
month 


To record instruction given during month in respect 
of contract lessons: 40 hours at $2 an hour. 


Examiner's Comments 
A few candidates gave detailed information on a system of internal control rather 
than an outline of an accounting system as required. 


PROBLEM 2 
Final Examination, October 1957 
Accounting I, Question 6 (20 marks) 

Q owns and operates a medium-sized manufacturing establishment pro- 
ducing a number of regular stock items. The present accounting system is 
designed primarily for purposes of preparing the annual financial statements 
of the business and Q has relied upon periodical statements of profit and loss 
to indicate the extent of the efficiency of the operations. 

It has been suggested to Q that he should install a standard cost system 
since it would provide not only more effective control over the operations 
of the various plant departments, but also a practical basis for billing 


Ree 





STUDENTS DEPARTMENT 579 


customers. Q has had very little experience with cost accounting systems and 
has come to CA, his auditor, for assistance and an explanation of the following: 

(i) The basic principles and theories of standard costing. 

(ii) The procedures which would be followed and considerations which 
must be taken into account in establishing adequate standard costs 
for Q’s operations. 

(iii) The changes or additions which would have to be made to the 
present accounting system. 

(iv) How standard costing could be used in Q’s operations to effectively 
control the operations of the various plant departments, and to 
provide a practical basis of billing customers. 


Required: 
The explanations which CA should give for each of the above mentioned 
matters. 


A SOLUTION 


(i) The basic principles and theories of standard costing 

A standard cost system is a method of cost accounting in which pre- 
determined (standard) cost figures are used and in which these standard 
costs are compared with actual costs to learn the amount of, and reason 
for, any variation from standard. 

A standard cost is established at an amount that can be taken as typical 
of the cost of an article or other cost factor and that can be used with sub- 
stantial accuracy for managerial and cost control purposes. 

A standard cost may be an ideal amount, representing what the cost 
should be under the best conditions of production; or it may be a normal 
cost or an amount that is representative of what the cost should be under 
normal conditions as shown by actual costs averaged over a period of 
of time. These standards are best arrived at by detailed studies of costs 
and conditions in the plant. 

The differences which develop between actual and standard costs are 
known as variances; and these variances are recorded in the accounts for 
the purpose of assisting in the control of costs. 


(ii) Procedures for establishing standard costs 

1. Standard costs cannot be determined in isolation but must be built up 
by reference to the whole business operation. Their calculation requires 
an analysis beginning with the output standard or budget and pro- 
ceeding to the standard amount of material and labour and the standard 
operating time required for that output. 

2. The output figure which is used for the calculation should be based on 
sales possibilities and should not be more than a reasonably attainable 
percentage of the actual capacity. 

3. The translation of the production standard into the required materials, 
labour and factory service is a technical analysis usually performed 
by an engineering department. 
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4. The purchasing and personnel departments will determine standard 
prices and quantities of materials and the standard wage rates and 
labour hours required. The accounting department will determine the 
factory service expense standards. | 

5. After standard costs for material, labour, and factory service have been 
determined, the standard costs for individual processes or departments 
will be computed. 


Considerations to be taken into account in establishing standard costs 


1. The standard costs must be reasonably accurate. 

2. The standard costs should embrace all aspects of production whether 
based on ideal conditions, normally obtainable conditions, or some other 
standard representing an improvement over present conditions. 

8. Consideration should be given to the length of time the standard costs 
will be permitted to remain in use without revision. 

4. Consideration should be given to whether the standard costs used should 
vary with productive capacity utilized. j 


(iii) Changes required in the present accounting system 

1. General ledger. The cost of all material, labour and factory service 
put into production will be charged in the general ledger to Cost ledger 
control account rather than to individual expense accounts. 

2. Subsidiary cost ledger, separated as to departments. This ledger will 
include a General ledger control account, a work in process account for 
each department, and variance accounts. Finished goods account may 
either be kept in the subsidiary ledger or the general ledger. In the 
subsidiary ledger, the actual cost of material, labour and factory service 
put into production is credited to General ledger control account. The 
standard cost of material, labour and factory service is charged to the 
departmental work in process accounts. Differences between actual and 
standard are debited or credited to the respective price and efficiency or 
capacity variance accounts. The transfer of goods from one department 
to another is recorded by a debit to work in process account of the de- 
partment receiving the goods and a credit to work in process account of 
the department from which they were transferred, at standard cost. As 
goods are completed, their standard cost is transferred from the work in 
process account of the final processing department to Finished goods 
account. 

8. Variance accounts in the cost ledger. The price variance accounts re- 
flect the differences between the actual costs for material, labour, and 
factory service, and the actual quantities used of these cost components at 
standard prices. The quantity or efficiency variances reflect differences 
between the actual quantity used of material, labour and factory service 
at standard prices, and the standard quantities of these cost elements 
required for the production achieved, at standard prices. 

As orders are billed to customers, a transfer is made at standard cost 
from Finished goods account to Cost of goods sold. 
The variance accounts are closed to General ledger control account in : 
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the cost ledger. In the general ledger, the amount of the variances may be 
transferred from Cost ledger control account to Profit and loss account or 
to Cost of goods sold account; or the amount may be apportioned between 
inventories and Cost of goods sold. 


(iv) The use of standard costs to control operations and to 
provide a basis for billing customers 
The control of operations is achieved by comparing actual results with 
the standard costs and finding the causes of the differences. In this way un- 
favourable factors may be improved or eliminated and favourable ones 
emphasized. 

Standard costs, if revised frequently in the light of changing conditions, 
furnish a stable basis for estimating a satisfactory selling price. By adding 
a normal profit to the standard cost for the finished article, such a selling 
price can be determined. In practice, of course, the selling price thus in- 
dicated may have to be modified by competitive conditions. 


Examiner's Comments 


In many of the answers to part (iii) emphasis was placed on the forms or 
supporting records of the system rather than on the basic accounts required. 


PROBLEM 3 


Final Examination, October 1957 
Accounting II, Question 2 (20 marks) 

The management of B Manufacturing Co. Ltd., located in Winnipeg, is 
concerned over the current decline in the company’s profits in spite of 
considerable increases in sales volume. CA, a local chartered accountant, 
is engaged to conduct an investigation to ascertain the reason for this decline. 


The following statements of profit and loss are furnished: 


B MANUFACTURING CO. LTD. 


STATEMENT OF PROFIT AND Loss 
for the years ended December 31, 1954, 1955 and 1956 


1954 1955 1956 

RR ee fet Re Fae Ek ei ae $400,000 $500,000 $600,000 
Cost of goods sold: 

NI Betsy GR hd ek Baek hs te 180,000 195,000 195,000 

RMN Picren Aten iio ndotits 24: deeg el 95,000 137,700 207,000 

Factory service expense .................. 47,500 65,280 93,150 

$322,500 $397,980 $495,150 

IER occas cys Wola Sopius 77,500 102,020 104,850 

Less: Selling expenses ...................-55. 34,500 43,750 54,600 

Administrative expenses ...... PR tnt oa 31,000 36,000 41,400 


$ 65,500 $ 79,750 $ 96,000 
$ 12,000 $22,270 $ 8,850 
Add: Income from sales of by-product 
(from production of “A”) ........... rs 27,000 20,250 6,750 
Net profit before taxes on income ........... us $ 39,000 $ 42,520 $ 15,600 
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During the course of his investigation, CA ascertains the following in- 
formation: 
(i) The company manufactures products “A” and “B”. 
(ii) Product ‘A” was sold in the following quantities: 
1954 — 40,000 units @ $10 per unit 
1955 — 30,000 units @ $10 per unit 
1956 — 10,000 units @ $10 per unit 
(iii) Production of product “B” commenced in 1955 and the following 
quantities were sold: 
1955 — 20,000 units @ $10 per unit 
1956 — 50,000 units @ $10 per unit 
(iv) The material cost per unit of product “A” is 50% higher than that 
of product “B”. 
(v) The labour cost per unit of product “A”, however, is 25% lower 
than the same cost of product “B”. 
(vi) Factory service expense is applied to production on the basis of 
labour cost. 
(vii) In 1956, the company granted a 10% general increase in factory 
wages. 


Required: 

Write a letter to the management of B Manufacturing Co. Ltd. pointing 
out the apparent causes of the decline in profits and append thereto state- 
ments, calculations and schedules to illustrate your conclusions. 


A SOLUTION 
October 6, 1957 


Mr. T. G. Smith, 

General Manager, 

B Manufacturing Co. Ltd., 

Winnipeg, Manitoba. 

Dear Mr. Smith: 

We have now completed our analysis of the current decline in your 
company’s profits and offer the following conclusions: 

(1) The production, in units, of Product B increased from 40% of total pro- 
duction in 1955 to 83-1/3% in 1956. Schedule A, attached, shows that 
Product A is the more profitable product. This concentration on the less 
profitable product appears to be a major reason for the decline in profits. 

(2) The decline in profit for 1956 is further explained by the 10% wage in- 
crease in 1956 which was not accompanied by a corresponding increase 
in the selling price of the products. 

(3) Although less significant, another cause of the decrease in profits is the 
increase in selling expenses from 8.6% of sales in 1954 to 9.1% in 1956. 
(See Schedule B.) Since a part of these expenses is of a fixed nature 
(for example, the salary of the sales manager), and the sales revenue 
has been increasing, a decrease rather than an increase in this percentage 


oo TEE 


STUDENTS DEPARTMENT 








000‘TIF 
000°TS 

000°08T 
000‘0ST 


000‘00s$ 
@ sonporg 














eae a ae SE: varhingd esheets ee 


pue ules e10jeq yyod jo osvjuso10g 
009°SS $ Osh tr $ O6L'LL $ OOSFOT$ sesuodxe eaneslusupe pue Buyjes e10jeq yyOld 
OsL‘9 - 0SZ‘0G 000‘LZ RPP EEE PE ORRIN syonpoid-Aq jo soyes wo1z 9UlOOUT ppy 
ose‘sI O8h FF OFS‘LS 00S‘LL : eee Os 2S CH VED Se OS CLE Oe S Bie w ClO hoe bee ON youd SSOISy 
OST‘F8 ozs‘*SST O9F ‘CFS 00S‘tss 
OST‘ZI 0ZL‘0€ 09S‘ts 00S‘LP C6 OC EMD A EGS ORS WEA PO . ee a SOIAIOS A10pe yy 
000‘LZ 008‘F9 006‘ZL 000‘S6 eevee 6 eo Ot FO. OE OOO Oo 9e © 0 O86 2's es ee Om ee Ore inoqge'y 
000°SF 000°09 000°SET 000‘;OST = , ee ee Ss ee Spools 
PIOS Spoos jo ys0D 
000‘00T$ 000°00Z$ 000‘00e$ 000‘00r$ 4 Wi hud. SHE SS, SU ee a ab oo Sere a ee oo eons Paiva aos ee soTes 
V sonpotg 7 ponpord y gonpolg VY somposg 
9S6T SS6I PS6T 
QE6T PUD ‘CET ‘FSET ‘IS 4aquasaq papua sivah ay3 40} 
sLondoug Ag ‘SASN9dXW AALLVULSININGY GNV ONITIAG auOsag Lidoug 
‘G1LT ‘OD DNIYVALOVANANVA @ 
V 2e[@peqes 


584 THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1958 


might have been expected. Some investigation of the operations of this 

department would seem to be indicated as a means of determining 

whether there is an apparent explanation. 

If there is any matter arising out of our investigation which you would j 
like to discuss further, we shall be pleased to do so. Schedules A and B, 
summarizing our calculations, are attached. 

Your truly, 
C.A. 


(Schedule A appears on page 583) 


Schedule B 
B MANUFACTURING CO. LTD. 
Costs AND EXPENSES AS PERCENTAGE OF SALES 
1954 1955 1956 ) 
Material 
PUN S 2 e Strid ows 8 Peete cal 45.0% 45.0% 45.0% 
Te a eee _ 30.0% 30.0 
Labour 
EMER co 2s hans ee Bye ood dn SRS 23.7 24.3 27.0 
NEED ha Oss soe oe 84 Rue — 82.4 36.0 
Factory service 5 
POEM ERS ek NIE RT SR oe hak ee oie ye 11.9 11.5 12.1 
COSTED Se len Ue, A atthe ow ks - 15.4 16.2 
Ne ee 8.6 8.8 9.1 
Administrative expenses .................... = 7.8 12 6.9 


— — ——— 


ON STUDYING 


“. . » For there is no comparison between that which we may lose by not ! 
trying and by not succeeding; since by not trying we throw away the chance 
of an immense good; by not succeeding we only incur the loss of a little ; 
human labour.” i 

—Francis Bacon 
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British Columbia 

Paul Rising & Co., Chartered Account- 
ants, announce the removal of their Kam- 
loops office to 108 Klapstock Bldg., 246 - 
2nd Ave. 

Robert R. Keay, F.C.A., announces the re- 
moval of his office to 510-1111 West 
Georgia St., Vancouver 5. 


Ontario 

Albert Rivers, C.A. announces the re- 
moval of his offices to Ste. 705, 88 Met- 
calfe St., Ottawa. 

Vernon E. Hopps, C.A. announces the 
opening of an office for the practice of his 
profession at 45 Main St., Galt. 

J. E. Sands, B.Com., C.A. has been ap- 
pointed assistant professor in the Depart- 
ment of Political Economy, University of 
Toronto. 

E. B. McConkey, C.A. has been appointed 
assistant secretary-treasurer of Consolidated 
Denison Mines Ltd., Toronto. 

Herbert G. Gordon, C.A. and Douglas S. 
Larke, C.A. announce a change of firm name 
from Glatt & Gordon, Chartered Account- 
ants, to Gordon & Larke, Chartered Ac- 
countants, with offices at 137 Wellington St. 
W., Toronto. 

Grier, Dyer & Co., Chartered Account- 
ants, announce the merging of their prac- 
tice with that of Charles F. G. Hill, C.A. 
Henceforth the practice will be conducted 
under the firm name of Grier, Dyer, Hill 
& Co., Chartered Accountants, with offices at 
53 Yonge St., Toronto, and 150 James St. S., 
Hamilton. 

James S. Newbold, C.A. has been ap- 
pointed comptroller and treasurer of Kel- 
vinator of Canada Ltd., Toronto. 


George F. Plummer, F.C.A. has been ap- 
pointed senior vice-president of Dunlop 
Canada Ltd., Toronto. 

Ward, Welch & Co., Chartered Account- 
ants, announce the removal of their offices 
to 6 Hayden St., Toronto 5. 


Quebec 

L. N. Jones, C.A. has been appointed as- 
sistant comptroller of the Protestant School 
Board of Greater Montreal. 

Alexander Watt, C.A. and Donald W. 
Cook, C.A., whose practice has been con- 
ducted under the firm name of Bringloe, 
Watt & Co., Chartered Accountants, will 
henceforth be conducted under the firm 
name of Watt & Cook, Chartered Account- 
ants, with offices at Rm. 305, 5165 Sher- 
brooke St. W., Montreal 28. 

Wert, Whitelaw & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 355 St. James St. W., Montreal. 

Saul Greenfield, C.A. and Abe Nozetz, 
C.A. announce the formation of a partner- 
ship. Henceforth the practice of their pro- 
fession will be conducted under the firm 
name of Greenfield, Nozetz & Co., Chartered 
Accountants, with offices at Ste. 400, 265 
Craig St. W., Montreal. 

L. Zinkewich, C.A., secretary-treasurer of 
Young & Rubicam Ltd., Montreal, has been 
appointed a vice-president of the Canadian 
company. 


Saskatchewan 

R. M. Clements, C.A. has been appoint- 
ed a director of budgets and accounting of 
the hospitalization insurance scheme for 
the Province of Manitoba. 
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OBITUARIES 


We regret to announce the death of the 
following members: 


COLIN C. BROWN — Prominent in 
civic affairs and a chartered accountant 
since 1928, Mr. Brown died suddenly in 
Fort Erie on April 21, 1958. He was 
senior partner of his firm, Peters, Brown 
& Co. and served as the auditor of the 
Town of Fort Erie for over 15 years. He 
was a past president of the Greater Fort 
Erie Chamber of Commerce, a past presi- 
dent of the Lions Club and had been a 
vice-president of the Canadian Lions Club. 
He won the gold medal of the Ontario In- 
stitute in the final examinations when ad- 
mitted to membership. 


CARLTON, THOMAS G. — Town clerk 
of Melville, Saskatchewan for 22 years, Mr. 
Carlton died at his home on April 7, 1958 
after a long illness. Born in Ontario, he 
moved with his parents to homestead in 
Saskatchewan in 1903. Graduating from 
the University of Saskatchewan in 1915, he 
was secretary for first Conquest and then 
Melville. In 1924 he articled with Thomp- 
son & Company, Chartered Accountants, 


INSTITU 


ONTARIO INSTITUTE 
Members by Affiliation: The following ap- 
plicants have been admitted to membership 
by affiliation: J. Smurthwaite (Eng. 55), 
J. S. Spalding (Scot. ’57), R. G. Trickey 
(Eng. ’52), A. C. Unthank (Eng. 729), 
J. P. Wells (Eng. ’48), P. .E. Arsenault 
(Que. 56), J. D. Austin (Eng. 54), M. H. 
Costa (Eng. 52), D. K. Cowley (Que. ’57), 
D. Harle (Inc. 55), G. H. Hayley (Eng. 
37), D. K. Johnston (Scot. ’51), T. Lister 
(Scot. 715), D. H. McElney (Scot. ’57) and 
G. P. Morphy (Eng. ’51). 


Prince Albert, and was admitted to the 
Saskatchewan Institute in 1928. In 1936 
he was appointed town clerk of Melville. 


MONTEITH, WILLIAM B. — Mr. Mon- 
teith died in Vancouver on January 26, 
1958. He was born in Scotland and at- 
tended Edinburgh University, emigrating to 
North America in 1891. In 1908 he moved 
to Victoria and was admitted to the B.C. 
Institute in 1915. In addition to maintain- 
ing an interest in the practice of his profes- 
sion, he was publisher, general manager 
and secretary of the Victoria Times from 
1920 to 1953 and was for many years 
president of Vancouver Island Coach Lines 
and Vancouver Island Freight Co. Ltd. 
Shortly before his retirement in 1953, Mr. 
Monteith’s practice was reorganized under 
the firm name of Bailey, Monteith, Holms 
& Co., Chartered Accountants. 

WEAVER, STANLEY THEODORE 
— Mr. Weaver died on March 10, 1958. He 
took his C.A. training in Lethbridge and 
Vancouver, winning a medal for his stand- 
ing in the intermediate examinations. He 
was admitted to the Alberta Institute in 
1921. For many years he was with Wild 
Rose Mills Ltd., Vancouver. 


1£ NOTES 


. QUEBEC INSTITUTE 


Case History: The Quebec Institute re- 
cruitment program was selected as the case 
history to illustrate a workshop on public 
relations conducted by the Quebec Federa- 
tion of Home and School Clubs, as part otf 
its two-day conference at McGill University 
on May 2 and 3. 


Staff Appointment: George P. Keeping, 
president of the Quebec Institute, announces 
the appointment of Gerard Gareau, B.A., 
L.S.C., as assistant secretary of the In- 
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THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


List of Publications 


Books and Brochures 


Financial Reporting in Canada, 1957 ($4.00)° 
Accounting Terminology 
Integrated and Electronic Data Processing 
in Canada . 
Accounting for the Forest Product Industries 
Grain Accounting in Canada . 
Municipal Finance in Canada . 
Auditing Procedures, by Dell & Wilson 
Should Small Business Incorporate? 
Directory of Chartered Accountants .. ($3.00) ° 
Chartered Accountant Examinations in Canada— 
a guide for students .. 


Examination Questions and Solutions 
Questions — 1952, 1954, 1955, 

1956, 1957 intermediate and final 50 each 
Solutions — 1955, 1956 50 each 


Accounting and Auditing Research Bulletins 

Bulletin No. 2 and Nos. 4 to 15 inclusive 225 each 
(available in English and French) 

Binder for bulletins 1.00 


*Special price to members only. 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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Gareau is a “licencié en 
Sciences Commerciales”, |’Ecole des Hautes 
Etudes Commerciales de Montreal. 


stitute. Mr. 


Examination Preparation Courses: In col- 
laboration with the Students’ Society, l’Ecole 
des Hautes Etudes Commerciales de 
Montreal will again conduct courses of 
evening lectures designed to aid students 
in preparation for examinations. There will 
be two courses, one for intermediate and 
one for final candidates. Both will com- 
mence on June 7. Each course will com- 
prise ten “examination sessions”, in which 
students will answer papers under examina- 
tion conditions, and ten “discussion” ses- 
sions. 

A somewhat similar program at McGill 
University, also sponsored by the Students’ 
Society, will get under way the first week 
of July and continue until the end of 
August. 


B.C. INSTITUTE 


1958 Annual Meeting: An impressive list of 
events has been organized for the B.C. In- 
stitute’s 53rd annual meeting to be held at 
the Empress Hotel, Victoria, on June 12 and 
13. Technical sessions will include an 
address on finance by Leslie J. G. Wong, 
M.B.A., chairman of the finance division of 
the U.B.C. faculty of commerce and busi- 
ness administration, and a forum on busi- 
ness interruption insurance led by Brenton 
S. Brown, past president of the Vancouver 
Board of Trade. Highlight of the social 


events will be a barbecue and dance at the 
“Grouse Nest”, East Sooke. 


C.A. CLUB OF KINGSTON 


The Chartered Accountants Club of 
Kingston collaborated with the Ontario Tax- 
ation Subsection of the Canadian Bar As- 
sociation, Queen’s University and the 
Frontenac Bar Association to arrange a 
panel discussion on the Estate Tax Act on 
April 18 at Queen’s University. Panelists 
were J. T. Gow, Q.C., Blake, Cassels & 
Graydon, Toronto; George Owens, Chief Es- 
tates Officer, Montreal Trust Company, To- 
ronto; I. Michael Jameson, McCarthy & 
McCarthy, Toronto. 


C.A. CLUB OF OTTAWA 


The luncheon meeting held on Thursday, 
April 10, 1958, was addressed by W. I. 
Hetherington, president of the Ontario In- 
stitute, who spoke on “Working behind the 
Scenes at the Institute”. 


ONTARIO STUDENTS 


Winter Meetings: A large number of stu- 
dents turned out for the “Career Night” 
panel discussion in the last of this season’s 
winter meeting series in the Chartered Ac- 
countants Building, on Thursday, April 17. 
Two speakers representing public account- 
ancy, one from industry and one from the 
government told why they had chosen their 
particular careers and discussed the oppor- 
tunities open to chartered accountants in 
those fields. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 





HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 
@ The low cost way to convert their tied-up capital into working cash. 
@ Save collection and bookkeeping costs and avoid credit losses. 


FOR FULL DETAILS, PHONE OR WRITE 


Cictiwa tractére 


Oo N 1.8 1 TF ED 


LOWEST RATES —_ 


6-6 a * 5 2 a T 8 
400 Ontario St. W., Montreal 2, Que. 










AVenue 8-5115 










CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding month 





SAINT MARY’S UNIVERSITY, Halifax, 
invites chartered accountants who hold a 
university degree to apply for a full-time 
position on its Commerce Faculty. Quali- 
fications and experience will determine sal- 
ary and status. Direct correspondence to 
the Dean of Commerce. 





AUDITOR IV required by Sask. Dept. of 
Mineral Resources — Comp. #c/c5391 
Salary range: $442 - $535 
Auditor required to conduct audits of 
petroleum and mining company records in 
Sask. to insure collections of royalties, fees 
and other levies; applicants require com- 
pletion of course work for final C.A. exam- 

ination or preferably C.A. 

For further information and application 
forms, apply to the Public Service Com- 
mission, Room 328, Legislative Building, 
Regina, Saskatchewan. 

Applications should be submitted at an 
early date for immediate consideration. 


POSITION WANTED: Fifth year student 
desires position with C.A. firm with oppor- 
tunity for later advancement in professional 
fields. Box 778. 


PARTNER WANTED: Expanding firm in 
Vancouver requires a junior partner. No 
capital required. Trial period will be ar- 
ranged first on salary with definite arrange- 
ments for partnership if suitable. Applicant 
should have diversified experience with 
small to medium sized accounts and be in- 
terested in income tax, personal corpora- 
tions, succession duties, etc. A recent grad- 
uate would be acceptable. Vacancies also 
exist for intermediate and senior students. 
All replies will be treated as confidential. 
Our staff has been notified of this advertise- 
ment. Apply Box 775. 





CHARTERED ACCOUNTANT § available 
for per diem work in the Greater Van- 
couver area. Box 781. 





6 
Jv 





WE REQUIRE a man with a C.A., C.P.A., 
B.Comm., or equivalent with sales aptitude 
for interesting, challenging and remuner- 
ative work embracing Data Processing. Ex- 
cellent future with opportunity for man- 
agerial position with leading company in 
its field. Reply in strict confidence to Box 
776. 


WANTED: Controller for City of Moose 
Jaw. Preferably C.A., C.P.A. or equivalent 
standing. Experience in municipal account- 
ing and machine accounting desirable. Sal- 
ary commensurate with qualifications and 
experience. Write City Commissioner, City 
Hall, Moose Jaw, Saskatchewan. 


CHARTERED ACCOUNTANTS AND 
STUDENTS WANTED: We have positions 
open especially at our Saint John and 
Moncton offices for one or two ambitious 
chartered accountants and for senior and 
intermediate students. Replies will be 
treated in strictest confidence. Apply to 
Hudson, McMackin & Co., P.O. Box 452, 
Saint John, N.B. 








CHARTERED ACCOUNTANT WANTED: 
Toronte chartered accountant with an estab- 
lished practice has a good opportunity to 
offer a younger graduate, interested in pub- 
lic practice. Reply giving full particulars of 
experience, qualifications and _ references, 
etc. Box 779. 





STUDENT WANTED: Intermediate stu- 
dent required by rapidly expanding firm in 
Central Alberta. Excellent opportunity for 
advancement. Address replies to Box 774. 


STUDENT WANTED: Intermediate for 
Toronto. Please contact G. H. Ward, 6 
Hayden St., Toronto 5. WA 1-1115. 


PRACTICE WANTED by ‘chartered ac- 


countant through purchase or succession 
agreement, Toronto and vicinity. Box 780. 


ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 766. 


SMALL OR MEDIUM SIZED ACCOUNT- 
ING PRACTICES WANTED — Toronto 
and surrounding area within radius of 50 
miles. Box 777. 
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BARRISTERS AND SOLICITORS | 
Last deo 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - -  - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers -  Ilamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West - - - : - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 
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BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building -_ - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - . Ottawa 4, Ont. 











PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 
100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street : . - Regina, Sask. 





LIFE INSURANCE 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


JAMES CROSSLAND, C.L.U. 
Estate Analysis, Business and Personal Life Insurance 


MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 
CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 


Licensed with The London Life Insurance Company 
25 Kinc St. West Toronto, ONT. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 


Sun Lire Buipinc MONTREAL, QUE. 


MERTON DURANT — ROSS DURANT 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 





NOTE TO READERS 


A complete alphabetical and topical index covering both this volume and 
volume 73 will be published in the December issue. 
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YOUR NEW 
ENTERPRISE 


Incorporated 1944 to help in financing 
new or expanding, small and medium 
sized industrial enterprises, including: 
@ manufacturing @ processing 
@ construction e packaging e repairing 
@ transportation e warehousing 
@ engineering and scientific research. 


e other industrial activities 


INDUSTRIAL 
DEVELOPMENT 
BAN K 


Write for information to the nearest 
regional office. 


aleprhioby 65 Spring Garden Road 
Montreal.......901 Victoria Square 
OFFICES AT Toronto 85 Richmond Street West 
Winnipeg........195 Portage Ave. East 
Calgary..........513 Eighth Ave. West 
Vancouver..... 1030 West Georgia Street 





ETYPE and 
DATA PROCESSING 


... they’re natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP and BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this time-saving method is based on 
today’s modern “mechanical languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems. 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 
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For the bookiet “BELL TELETYPE’S Place In Your IDP Program”, 
write or phone (collect) to: 
MONTREAL — 1060 University St. 

Tel. UN 6-3911—Ext. 2981 
TORONTO - 393 University Ave. 

Tel. EM 8-3911—Ext. 2151 








